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THE GUARANTEED ANNUAL WAGE 


CONOMIC security has long been a 

major objective for most of our 
people. This urge has found expres- 
sion in savings for old age, investment 
in annuities to provide for the time 
when earning power will be diminished, 
the purchase of life insurance to pro- 
tect dependents, the development of 
social security programs, the farm par- 
ity program, and other similar develop- 
ments. Life insurance companies, sav- 
ings banks and trustees have played 
important roles in helping individuals 
meet this objective. 


Now a new proposal is being actively 
advanced to give additional economic 
security to wage earners as such. The 
leaders of both the AFL and CIO have 
been pressing vigorously for the insti- 
tution of a program for the guaranteed 
annual wage. Their main interest, how- 
ever, appears to be the maintenance of 
record wartime wages in the post-war 
period. The guaranteed annual wage 
has been tried by relatively few com- 
panies in this country and most of these 
plans have failed to survive. The dearth 
of experiments is interesting in light of 
the special inducements that have been 
offered in some instances. Thus, the 
original unemployment compensation 
law of Wisconsin provided that employ- 
ers with approved plans of guaranteed 
employment would not have to make 
unemployment. contributions. Yet only 


90 out of more than 4000 employers sub- 
ject to that law attempted to establish 
such plans and only a few of these 
survived, even though the guarantee 
covered only 42 weeks a year. Under 
the Fair Labor Standards Act (Sec. 
7(b)(2)) employers may obtain par- 
tial exemption from the overtime re- 
quirement of that Act if they enter into 
collective bargaining agreements pro- 
viding for 52 weeks of full employment 
annually. From the time that Act was 
adopted to January 1, 1944, only 57 con- 
tracts had been submitted for approval 
under this exemption provision and 
many of these were in: unsatisfactory 
form. 

Why has the guaranteed annual 
wage not been adopted more widely? 
The basic reason appears to be that 
guaranteeing wages does not guarantee 
that there will be work to do. Such 
programs, therefore, do not go to the 
heart of the employment problem. As 
Bradford B. Smith, U. 8S. Steel econ- 
omist, recently told a War Labor Board 
panel: 


“Unemployment itself is not the cause 
of unemployment. Unemployment seems 
rather to be the result of numerous other 
conditions and developments. It is ac- 
cordingly not strange that in dealing 
with the problem of unemployment we 
almost never find the approach of seek- 
ing directly to abolish unemployment by 
outlawing it.” 





Yet that in effect is what a guaranteed 
annual wage plan attempts to do. 

The annual wage idea belongs to the 
purchasing-power group of thecries 
concerning the way to achieve econ- 
omic stability. The holders of these 
theories assume that the main prere- 
quisite for stability is the maintenance 
of a high volume of consumer purchas- 
ing power. It is the same idea that un- 
derlies pump priming, WPA and the 
other New Deal “cure the depression” 
schemes. The past decade has given 
ample evidence that such actions in and 
of themselves are not sufficient to at- 
tain the goa] sought. 

Paradoxically, the adoption of a 
guaranteed wage would probably tend 
to curtail employment and act to de- 
press wage rates. The emphasis in- 
evitably would be to keep the size of the 
work force at an absolute minimum, 
thus reducing job opportunities and in- 
creasing competition among workers 
for the limited number of available 
jobs. 

The guaranteed wage plan also in- 
volves the production for inventory 
during periods of low demand in order 
to equalize output and keep all employ- 
ees at work. But in many industries, 
especially those producing bulky dur- 
able goods and basic industries such as 
steel, the storage space and financing 
required for such inventories would be 
so large as to preclude the possibility 
of any extensive accumulation. More- 
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over, the demand for many products 
fluctuates so widely and is so unpre- 
dictable, and _ technological changes 
come so fast as to hold constant threat 
of grave financial losses, This inabil- 
ity to control the demand for their pro- 
ducts is the chief flaw in the guaran- 
teed annual wage idea. 

In some areas of our economy when 
demand is relatively stable, it may be 
possible to adopt modified guaranteed 
wage plans, and this has been done by 
several companies, of which Proctor 
and Gamble Co. and George A. Hormel 
and Co. are outstanding illustrations. 
But such plans usually provide for pro- 
grams much less ambitious than those 
now being sought by the CIO and 
AFL. Usually an employee must be 
with the industry for a stated period of 
time before he is eligible, the guaran- 
tee is usually for less than full time 
earnings or less than a full year, the 
companies retain a large amount of dis- 
cretion in connection with the terms of 
the plan, and employees who work less 
than the regular work week at one time 
of the year may be required to put in 
extra hours at another time without ex- 
tra pay. 

While it may be possible to adopt the 
annual wage with the proper safe- 
guards in some segments of our econ- 
omy without the serious repercussions 
previously noted, it is not a feasible 
plan for the many industries with wide- 
ly fluctuating demand. 


ECONOMIC STABILIZATION 


SERIOUS threat to price stability 

was averted by the extension of the 
Emergency Price Control Act, in a form 
which rejected practically all of the in- 
flationary amendments adopted in the 
Senate and the House. The conference 
committee which considered the House 
and Senate bills effected the rather un- 
usual political compromise of turning 
down each other’s inflationary amend- 
ments. The final bill thus was a much 


better one from the standpoint of eco- 
nomic stabilization than had seemed 
probable when the debate started in 
either house of Congress. 

One reason for the large number of 
amendments proposed was the reluctance 
of O.P.A. to make adjustments which 
seemed reasonable and logical. An illus- 
tration is found in the highest price line 
restriction which Congress has now pro- 
hibited for the retail trade. The ad- 
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ministration of O.P.A. has improved con- 
siderably during the past six months. 
But Congress has indicated that there is 
still dissatisfaction with some of the 
agency’s actions. O.P.A. would be well 
advised to consider carefully the criti- 
cisms developed in the course of these 
hearings and debates. While some pro- 
posals were designed to give advantage 
to special groups, many were based upon 
legitimate complaints which could have 
been effectively handled by the agency 
without need for revising the law. 

With the Congressional threat to trade 
price stability disposed of, a new threat 
has appeared. This is found in the poli- 
tical campaign. In the Republican plat- 
form adopted at Chicago, no mention is 
made of the desirability of maintaining 
economic stabilization. On the contrary, 
several planks of the platform, if put into 
operation, would end such stability as 
has been achieved. Thus, the Republi- 
cans condemned “the freezing of wage 
rates at arbitrary levels and the binding 
of men to their jobs as destructive to the 





7 


advancement of a free people.” In light 
of the tremendous inflationary pressure 
arising out of increasing wages, the pro- 
posal to abandon such limited wage sta- 
bility as has been achieved must be con- 
sidered as irresponsible. Such an action 
would contribute to a resumption in the 
rise in living costs, which would affect 
with particular severity those who are 
living on fixed incomes, particularly bene- 
ficiaries of estates. 


Similarly, in its agricultural plank, the 
Republican party announced its opposi- 
tion to “subsidies as substitute for fair 
markets.” This has been the battle cry 
of the powerful farm bloc which, in its 
efforts to secure even larger return for 
farmers, has been opposed to wartime 
subsidies. The fact that the abandon- 
ment of such subsidies would mean a 
further rise in living costs and, hence, * 
create new pressure for wage increases 
has not concerned the farm group in its 
efforts to augment its already record in- 
come. 


Executor and Trustee 


BANKERS TRUST COMPANY 


NEW YORK 





These provisions in the Republican 
party platform are unfortunate, because 
it gives the Administration excuse for 
outbidding the Republicans in connection 
with such matters as wages. The Admin- 
istration has virtually been told that if 
it attempts to buy labor vote by the 
breaking of the Little Steel Formula, 
there can be little criticism by its Re- 


WORKING CAPITAL 


HE ability of American industry to 

finance reconversion depends in part 
upon its liquid assets. In this connection 
the Securities and Exchange Commission 
has recently prepared an analysis show- 
ing that the working capital of American 
industry has increased by $17,000,000,- 
000 or 69 per cent since the end of 1939. 
On the basis of this study it is concluded 
that industry is in a satisfactory position 
to finance reconversion to peace time pro- 
duction and to finance a considerable ex- 
pansion. While industry has increased 
its total working capital during the past 
few years, there is no assurance that it 
will be sufficient to finance post-war ex- 
pansion. Nor is it clear that such funds 
will be available for that purpose. 


An increase in the volume of working 
capital does not mean that such funds 
will be available for reconversion or busi- 
ness expansion. The need for working 
capital is dependent upon business vol- 
ume. Since 1939, industrial production 
has increased about 120%, while whole- 
sale prices have increased 35%. To 
finance this large increase in production 
at higher prices has inevitably required 
a sharp expansion in working capital. 


There is evidence that this increase 
has not been sufficient to meet all needs. 
In the first place, many large companies 
have had to borrow funds for working 
capital. Secondly, the working capital 
ratio has declined for leading corpora- 
tions and manufacturers. On the basis 
of other data reported by the S. E. C., it 
is found that the working capital ratio 
for 1007 corporations fell steadily from 
3.12 at the end of 1939 to 1.99 at the end 
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publican opponents. Mr. Dewey has a 
major responsibility to declare himself 
on this question and to assure the Amer- 
ican people that economic stabilization 
will be his goal and that he will resist 
with all powers at his disposal any con- 
cessions to pressure groups which will 
interfere with the attainment of this 
goal. 


FOR RECONVERSION 


of 1943. This decline has taken place 
both for war manufacturers (from 4.04 
to 1.76) and for non-war manufacturers 
(from 4.88 to 2.83); for large manufac- 
turers (4.88 to 1.94) and small manufac- 
turers (3.40 to 1.73). 


Moreover, it is difficult to understand 
how estimates of increases in working 
capital can be meaningful without esti- 
mates of the costs of reconversion; and 
the S. E. C. has furnished no estimates 
of such cost. 


Financing, however, is only one phase 
of the reconversion problem. Even if it 
turns out that adequate funds are avail- 
able, government policy in connection 
with other phases of reconversion must 
also be considered. It seems clear that 
unnecessary delays in releasing materials 
to produce civilian goods, in clearing 
away government machinery from pri- 
vate plants, in settling war contracts, and 
in the handling of other problems, can re- 
sult in a rapid depletion of working capi- 
tal. 


Finally, the use of such funds to 
finance business expansion depends upon 
how business men and investors judge 
the future. A favorable economic and 
political environment is essential if we 
are not once more to be faced with the 
problems of idle capital and idle men. 
There was ample evidence in the Thirties 
that large amounts of available capital 
did not necessarily mean their investment 
in productive enterprise. A revival of 
that situation will be a major barrier in 
the speedy reconversion which is so 
necessary to peacetime employment. 
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WHO OWNS BANK DEPOSITS? 


INCE 1939, bank deposits have 

about doubled and have reached an 
all time high in excess of $100 billion. 
All types of deposits have increased 
during this period. The major factor 
in this expansion has been the purchase 
of government securities by the banks: 
Federal Reserve member banks have in- 
creased such holdings from $14 billion 
in June 1939 to $53 billion in Decem- 
ber 1943. During this same period total 
demand deposits (including govern- 
ment deposits) increased by approxi- 
mately the same amount. This huge 
increase in circulating media _ repre- 
sents a major problem in the battle 
against inflation. 


In this connection the ownership of 
these deposits is an important factor. 
To the extent that they are owned by 
corporations they are not likely to be 
spent in large amounts until after the 
war, because of the shortages of men 
and material. In the hands of individ- 
uals, these deposits represent more of 
a threat to inflation control because of 
the greater unpredictability of what 
they will do with them and when. 

In the May issue of the Federal Re- 

serve Bulletin, an interesting analysis 
is presented showing the 
estimated ownership of 
demand deposits of indi- 
viduals and _ businesses 
as of July 31, 1943 and 
February 29, 1944. 
While business deposits 
declined by $300 million, 
personal deposits in- 
creased by $1,800,000,- 
000. 


Business deposits in- 
clude trade and financial 
business, both of which 
undoubtedly include a 
considerable amount of 
individual deposits, al- 
though a satisfactory 
segregation apparently 
has not been possible. 


During this same pe- 


riod deposits in mutual savings and pos- 
tal savings banks increased by $1,000,- 
000,000 and time deposits in commercial 
banks increased by $1,800,000,000, while 
currency in circulation increased $2.8 bil- 
lion. Thus the aggregate increase in 
deposits and currency held by indi- 
viduals probably exceeded $7 billion 
since July 1943. This increase is the 
more interesting because two war bond 
drives took place within the period cov- 
ered by this survey. 


It is probable that individual deposits 
will continue to expand while “busi- 
ness concerns may have no incentive for 
accumulating much more cash than they 
now hold” in light of the large quantity, 
of short term government securities 
available for investment. That these 
are potential inflationary dangers in the 
continued expansion of individuals’ de- 
posits is noted by the Board in its 
pointed warning that “If the growth 
in the money supply from now on will 
be in larger part in the hands of in- 
dividuals, the need for keeping a tight 
rein on the price level through inflation- 
ary controls is all the more important.” 





“Wildcat” Invades Bank 


Scene at Bankers Trust Company Fifth Avenue Office 


during 5th War Loan Drive 
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MISLEADING STATISTICS—COST OF LIVING INDEX 


N a report just issued, Philip Murray 

and R. J. Thomas, C.1I.O. leaders, claim 
that living costs have risen more than 
45%. This report is alleged to confirm 
the findings of the Meany-Thomas report 
which showed a rise of 43.5%. Organ- 
ized labor has used these reports as an 
integral part of its campaign to obtain 
still higher wages—although such wages 
are now the highest on record and have 
increased an average of 75% since before 
the war. According to the Bureau of 
Labor Statistics the cost of living index 
rose only 23.4% from January 1, 1941 
to December 31, 1943. 


To determine whether the Bureau of 
Labor Statistics or the Meany-Thomas 
report was more accurate, a technical 
committee of experts headed by Profes- 
sor Wesley C. Mitchell of Columbia was 
appointed. According to this committee, 
the Bureau of Labor Statistics index un- 
derstates the rise in living costs by 3 to 
5 per cent, due largely to its failure to 
reflect quality deterioration and the dis- 
appearance of special sales. This conclu- 
sion by a group of impartial experts is 
far different from that advanced by or- 
ganized labor and indicates that the Bur- 
eau of Labor Statistics index of living 
costs has been fairly adequate. 


FEDERAL FINANCES 


OVERNMENT expenditures and 
revenues both reached all time peaks 
during the fiscal year ended June 30, 
1944. Total expenditures were $94 bil- 
lion as compared with $78 billion in the 
previous year; revenues increased to $45 
billion from $23 billion. As a result of 
the larger increase in revenues, the defi- 
cit of $50 billion was somewhat smaller 
than the $56 billion of a year earlier. 
The entire increase in spending was 
accounted for by war activities which 
aggregated $87 billion, which now ap- 
pears to be their peak. During the past 
few months they have averaged about 
$7.5 billion, and probably will not exceed 
this for any sustained period in the fu- 
ture. On the contrary, lower spending 


IN OREGON 
it’s the 
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is probable as accumulated stores of ma- 
teriel make possible even larger cutbacks 
of war production. 


A major feature was the sharp reduc- 
tion in the proportion of funds obtained 
from the banking system in the fiscal 
year just ended. Thus, in 1942-43 ap- 
proximately 50% was obtained from the 
commercial banks. In 1943-44, the 
financing from this source was less than 
30% of the total. There has been, there- 
fore, reduced pressure for inflationary 
price increases caused by expansion in 
bank credit. Thus, the cost of living in- 
dex has been virtually unchanged during 
the past year. A major factor in this 
shift of financing is found in the five 
successful victory loans, in which the 
banking community has played a major 
role. 


Practically all of the $22 billion in- 
crease in revenues represented higher 
corporate and individual income taxes. 
Only 3 billion dollars of the increase 
came from other sources. As war pro- 
duction is reduced, individual and corpo- 
rate incomes will be curtailed until and 
unless replaced with civilian goods. 
Hence, tax yields from these sources will 
also decline. However, there will prob- 
ably be a larger decline in expenditures 
with a resultant smaller deficit. 
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THE BEST KIND OF REGULATION 


How Profit Motive Increases Production and Wages 


SIR HERBERT WILLIAMS 


M.P. for Croydon South, England; 
formerly Parliamentary Secretary to the Board of Trade 


As a British newspaper remarks of Sir Herbert: “He has a voice that 
is heard throughout the Chamber, whether he speaks loudly or softly.” 
Member of Parliament continuously since 1932, member of Select Com- 


mittee on Expenditures, industrialist, scientist, engineer, 


he has that 


well-balanced, human, viewpoint essential to effective appraisal of the 
private enterprise system of which he is so respected and able a champion. 
We are greatly privileged to present this article especially written for 


Trusts and Estates.—Editor’s Note. 


OR some reason that I do not un- 
derstand, a great many people 
just now are writing articles and 
making speeches that appear to indi- 
cate that there is something both mor- 
ally wrong and economically disad- 
vantageous about what is called the 
“profit motive.” It was with some 
amusement, therefore, the other day 
that I read that the 
Union of Soviet So- 
cialist Republics, in 
raising their third 
big war. loan, are 
proposing that part 
of it should be on a 
lottery basis, which, 
from some points of 
view, is the profit mo- 
tive in its least desir- 
able form. 


No Prizes — No Races 


NM old friend of 
mine, an _ elderly 
Member of Parliament, 
in a speech I heard him 
make recently, summed 
up a great mass of eco- 
nomic philosophy by 
the brief remark: “No 
prizes, no races.” 

A great deal of 
trouble and confusion 
arises over the fact 


SIR HERBERT WILLIAMS 
leaving House of Commons after an 
all-night sitting. 


that the payment for the use of capital is 
regarded as something on an entirely dif- . 
ferent basis from the payment for per- 
sonal services. The profits of a business 
really consist of at least two elements: 
the first is the true interest on money, 
that is to say, the difference between hav- 
ing the right to consume something at 
once, and the guaranteed right of con- 
suming it twelve months hence. 

Quite clearly, every- 
one puts a higher value 
on the right of imme- 
diate consumption over 
the right of deferred 
consumption, and the 
difference between 
these two rights is the 
rate of interest on 
money, where no risk 
arises. Commercial pro- 
fits, of course, are gen- 
erally _ substantially 
above the rate of inter- 
est on money, because 
commercial profits are 
in part an insurance 
premium -against the 
risk of loss of capital, 
and against the risk of 
fluctuating returns 
year by year. In addi- 
tion, part of the ele- 
ment of profits is a 
payment towards skill 
of management, and 
part is the provision of 
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the necessary reserves for future devel- 
opment. 


The Catch in Catch Phrases 


HE whole controversy is confused 

because of the use of catch phrases. 
For example, many people say: “The first 
charge on industry should be wages.” 
This remark will always produce great 
applause from people who think that the 
speaker is advocating a change, when in 
fact he is merely announcing what the 
present system is. 


In general, wages are paid weekly; 
profits are not distributed until some 
time after the end of a year’s trading, 
so in point of fact wages are always of 
necessity the first charge on industry; 
but what I suppose the users of the 
phrase mean is that wages must be fixed 
at whatever is thought fit, without re- 
gard to the effect on profits. 

This, of course, is absurd, because, if 
no one is to have any advantage from in- 
vestment, no one will save, and the ulti- 
mate effect on employment and prosperity 
will be deplorable. On the other hand, no 
one believes in wages being static, and 
there is no reason why wages should be 
static. 


Wage Increase Through Efficiency 


VERY year, as a result of past ex- 

perience, scientific research, origin- 
ality, enterprise and many other factors, 
the efficiency of production is constantly 
rising in most productive industries, and 
in many services. As a rough guess, I 
imagine that the rate of advance in in- 
dustrial countries like the United States 
and the United Kingdom has been at the 
rate of 1% per annum, but changes in the 
value of money very often make it diffi- 
cult to estimate, with complete accuracy, 
what has been the true increase in the 
volume of production. 

As a result, however, of this increased 
production, wages have constantly tended 
to rise, but again the true extent of the 
rise is concealed by the great fluctuations 
which have taken place, during the pres- 
ent century, in the value of money. But 
it is perfectly clear from one’s intelligent 
observation over a period of years that 
the standard of living has risen to an 
enormous extent in the lifetime of any 
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living person, and I think it could be 
stated without question that the more 
capitalist-minded a country is the more 
rapid has been the progress. 


Free Enterprise Actually Has 
Best Regulation 


ONE of these arguments must be 

regarded as justifying every profit 
that is made. From time to time, pos- 
sibly as a result of monopolies, or of a 
relative shortage of a certain commodity, 
some persons have succeeded in abstract- 
ing an undue profit. But this is never 
anything but, a temporary condition, be- 
cause, if any industry yields undue pro- 
fits, the fact soon becomes known, and, as 
long as enterprise is free, many new- 
comers are attracted to the industry, and 
a proper ratio is established between sup- 
ply and demand. 


It has often been the case that a de- 
mand for increased wages, that on purely 
factual grounds seem without justifica- 
tion, has subsequently been justified by 
forcing upon the employers a greater im- 
provement in efficiency than otherwise 
would have happened. On the other 
hand, if the circumstances are such that 
a rapid improvement in efficiency cannot 
be obtained, then the only effect is to 
force up selling prices, and thus to lead to 
a condition of unemployment in the in- 
dustry concerned. It will be seen that, 
in many directions, the whole system 
tends to be self-regulating, and the less 
the control over industry exercised by 
the State the more rapidly does the self- 
regulation operate. 


More Than a Matter of Rates 


GENEROUS attitude on the part of 

employers, not merely in relation to 
wage rates, but in relation to conditions 
of employment, naturally tends to pro- 
duce a contented personnel, and thus 
raises the efficiency of production. There 
is no doubt that the vast improvements 
in the welfare organization in factories 
in the United Kingdom—and I have no 
doubt the same operates in the United 
States—has brought about quite remark- 
able changes in recent years. Accord- 
ingly, in the long run, on the lowest basis 
of profit motive, it pays the employer to 
be a good employer. 
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HERE are many who advocate the 

system known as “profit sharing.” 
In England, it has prevailed for many 
years in the gas industry, but has not 
extended to any material extent to other 
industries. It takes two general forms: 
the one, the annual payment of a divi- 
dend on wages, a certain fraction of the 
profits being allocated for this purpose; 
the other, the gradual transfer to the em- 
ployees of a proportion of the share hold- 
ing. 

The reason for the success in the gas 
industry is that that industry in general 
has a very stable market, and there are 
no violent fluctuations resulting occasion- 
ally in periods of no profit. As far as I 
can make out, profit-sharing breaks down 
in an industry which is of a fluctuating 
nature, with the result that at times 
there are no profits to be shared. In the 
Lancashire cotton industry, in the days 
of its prosperity, it was, however, the 
practice of the operatives, not as part of 
any profit sharing scheme but on their 
own initiative, to subscribe more parti- 
cularly for the equity shares in the cot- 
ton companies. 

In many cases these shares were not 
fully paid up, and this uncalled capital, 
of course, enabled the companies to raise 
substantial additional funds by means of 
debentures if they wished, and the 
scheme worked very well until the slump 
which hit the Lancashire cotton industry 
in 1921. A great many of the cotton com- 
panies had to call up unpaid capital, and 
frequently demands for this unpaid capi- 
tal were made on workmen who were un- 
employed. This, of course, had an unfor- 
tunate effect on the attitude of cotton 
operatives to this form of share holding. 


Why Unions Don’t Want Socialism 


HE controversy which exists in this 

country to a substantial extent, but 
up to now has had little existence in the 
United States, namely that between So- 
cialism and Private Enterprise, is becom- 
ing somewhat blurred in the United 
Kingdom. One day I asked a friend of 
mine, who is a Labor M. P., whether he 
believed in Socialism. His comment was 
brief and pungent and, I am afraid, can- 
not be reproduced textually. He said: 
“What! let those - - Communists pinch 


my -- house? Not - - likely!” 

The blanks can be filled in to taste, 
but I think it will be clear to my Ameri- 
can readers that every Labor M. P., de- 
spite the nominal adherence of the Labor 
Party to Socialism, is in fact very far 
from being Socialist. Actually, I would 
go further and say that 90% of the Labor 
Party, despite the fact that its constitu- 
tion has Socialism as its ultimate objec- 
tive, would be more shocked than sur- 
prised if they suddenly found themselves 
living under a Socialist regime. 

And, as far as I can make out, the 
British Trade Union movement daily be- 
comes more capitalist-minded, and it 
would appear that the bulk of the Trade 
Unions infinitely prefer to negotiate with 
a body of employers—with the privilege 
of denouncing them freely—than they 
would like to negotiate with a Govern- 
ment that was all-powerful because it’ 
was the sole capitalist, and which would 
of necessity degenerate, as it always 
does, into pure dictatorship. 

The real anti-Socialist bias is not an 
economic one so much as a personal one. 
It is realized that politically there is little 
difference between Fascism and Com- 
munism, and not very much more eco- 
nomically, and that under neither system 
can individual liberty survive. 


Fred C. Beagle has resigned his $6,500- 
a-year post as New York State Treasurer. 
One of the first appointees of Governor 
Dewey, Mr. Beagle, Republican leader of 
Schoharie County, gave up his job as trust 
officer of the Bank of Richmondville, to 
which he now returns as executive vice 


president. Avery Hall, of Taconic Valley 
Bank of Berlin, is the new Treasurer. 





eA Virginia institu- 
tion, established in 
1865, with thoroughly 
organized, up-to-date 
trust facilities. 


First AND MERCHANTS 
National Bank of Richmond 
Member Federal Deposit Insurance Corporation 
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Guaranty Trust Company of New York 


MAIN OFFICE 
140 Broadway 


FIFTH AVE. OFFICE 
Fifth Ave. at 44th St. 


MADISON AVE. OFFICE 
Madison Ave. at 60th St. 


LONDON: 11 Birchin Lane, E.‘C. 3; Bush House, W. C. 2 


Condensed Statement of Condition, June 30, 1944 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 
Due from Banks and Bankers 

U. S. Government Obligations 

Loans and Bills Purchased 

Public Securities 

Stock of the Federal Reserve Bank 

Other Securities and Obligations 

Credits Granted on Acceptances 

Accrued Interest and Accounts Receivable __.. 

Real Estate Bonds and Mortgages .-..............- = 


Bank Buildings 
Other Real Estate 


Total Resources 
LIABILITIES 


$ 

Surplus Fund 
Undivided Profits 

Total Capital Funds 
General Contingency Reserve 
Deposits 
Treasurer’s Checks Outstanding 

Total Deposits 
Federal Funds Purchased 
Acceptances 
Less: Own Acceptances Held for Investment.... 


Liability as Endorser on Acceptances 
and Foreign Bills 

Foreign Funds Borrowed 

Dividend Payable July 1, 1944 

Items in Transit with Foreign Branches (and 
Net Difference in Balances between Offices 
Due to Different Statement Dates of For- 
eign Branches) 

Accounts Payable, Reserve for Expenses, 
OEE APRs Ss OD eee ES 


Total Liabilities 


$ 558,247,428.10 

2,178,737,312.79 

758,736,275.67 
57,370,003.60 
7,800,000.00 
16,617,847.40 
1,618,554.46 
9,625,495.27 
1,659,725.36 


94,691,626.09 
9,962,778.19 
860,848.20 


$3,601,236,269.04 





90,000,000.00 


170,000,000.00 
36,054,427.91 


$ 296,054,427.91 
34,820,362.96 


$3,157,081,727.71 
33,718,634.52 


3,190,800,362.23 
57,650,000.00 
3,499,552.88 
1,880,998.42 


1,618,554.46 
113,589.00 


152,550.00 
2,700,000.00 


743,598.78 


16,582,823.70 


21,911,115.94 
$3,601,236,269.04 





Securities carried at $982,390,024.08 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, and for other purposes. 
In previous Statements balances then in General Contingency Reserve were applied to 
reduce the stated value of assets, while in this Statement the General Contingency 
Reserve is shown separately. 

This Statement includes the resources and liabilities of the English Branches as of 
June 26, 1944, French Branches as of October 31, 1942, and Belgian Branch as of 
October 31, 1941. 


Member Federal Deposit Insurance Corporation 
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LABOR-MANAGEMENT COMMITTEES 


Economic Teamwork in the Post-War Blue Print 


W. ELLISON CHALMERS 
Chief of Staff, War Production Drive 


E have come to the place, in 
our business life, where every 
one of us is dependent in some de- 
gree upon everyone else. Most strik- 
ing of all facts about this new men- 
tal climate is the acknowledgment 
by individual interests that the 
“good of all’ is more important to 
_ each individual, selfish interest, than 
is the limited and transitory gain of 
his own. Put it another way, we 
have just begun to live the truth, 
acknowledged long ago, that the 
practice of unselfishness is, after all, 
only enlightened selfishness. 
Teamwork between management 
and labor, as the War Production 
Drive has seen it working out in 
4,000 war plants with 7,000,000 
workers, has provided us with the 
first draft of one of the blue prints 
of an economic future of abundant 
production and full employment. 
The War Production Drive Divi- 
sion of the War Production Board 
was created early in 1942 to in- 
crease the production of weapons 
and materials of war. Basic plan of 
the Drive was the creation and 


THE BOARD OF INDIVIDUAL 
AWARDS: 


Charles B. Francis, Carnegie, 
Illinois Steel Corp.; Dr. J. L. 
Bray, Purdue Univ.; Paul H. 
Stanley, Pitcairn Auto-Gyro Co.; 
L. A. Poole of War Production 
Drive’s awards branch; Ray 
Millholland, engr. and author, 
chairman ; Alex Nordholm, Chief 
of Field Operations Branch of 
War Prod. Drive; Whiting Wil- 
liams of Cleveland, O.; James 
B. Gent, U. S. Steel Workers, 
and William P. Hill, Bethlehem 
Steel Corp. 


Official OWI photo by Palmer 


smooth functioning of joint commit- 
tees representing labor and manage- 
ment in each and every war plant 
throughout the nation. At that time 
Donald M. Nelson, Chairman of the 
War Production Board, said: 


“The War Production Drive is a volun- 
tary effort. Its success is up to the men 
and women, labor and management in the 
plants . . . This Drive is designed to in- 
crease the production of weapons and 
materials now and not to further the 
special interests of any group. It is not 
a plan to promote company unions. It is 
not a device to add to or to tear down the 
power or position of any union. It does 
not interfere with bargaining machinery 
where it exists or undertake the func- 
tions of such machinery. It is not de- 
signed to conform to any plan that con- 
templates a measure of control of man- 
agement by labor. It does not put man- 
agement in labor or labor in manage- 
ment. : 


“It is a perfectly simple, straightfor- 
ward effort to increase production. The 
plan calls for greater plant efficiency 
through cooperation. That means if any- 
one has a suggestion as to how we can 
do our job faster and smoother, that sug- 
gestion must be passed along to where 
it will do the most good.” 





Examples of Accomplishment 


ABOR-MANAGEMENT Committees 
are functioning today in all types of 
war plants. Committees are doing fine 
work in plants where workers are repre- 
sented by AFL, CIO, and independent 
unions—and in plants where there are no 
unions at all. Records of the War Pro- 
duction Drive Headquarters contain thou- 
sands of examples of specific accomplish- 
ments in speeding the output of vital 
weapons, in improving manpower utiliza- 
tion, in reducing absenteeism and turn- 
over, in cutting down accidents and pro- 
moting safety measures, in conserving 
essential materials and salvaging thou- 
sands of tons of critical metals, in im- 
proving morale through group entertain- 
ment, contests, and measures advancing 
neighborliness and camaraderie. Publi- 
city has been a vital device for al! activi- 
ties of Labor-Management Committees. 
For a few specific examples of such ac- 
complishments, we might cite the follow- 
ing: 
Absenteeism was reduced 40 per cent 
by work of the L-M Committee at the 


New York Shipbuilding Company, Cam- 


den, N. J. Special attention has been 
given to upgrading and training pro- 
grams for employees by the L-M Com- 
mittee in an Ohio plant where 2,000 work- 
ers make electrical equipment and motors, 
so that skilled workers entering the 
armed services may be replaced. The 
Committee, representing management 
and the United Electrical Workers, CIO, 
has been careful to enlist the interest of 
new workers at all times, to coach them 
in all details of safety and efficiency 
measures which might otherwise take 
them months to learn. 


Safety was made a Labor-Management 
crusade at Boston’s Colonial Beacon Oil 
Refinery, resulting in two full years with- 
out a single disabling accident. A joint 
conservation program conducted by man- 
agement and the CIO Auto Workers at 
Fairchild Aircraft Corporation, Hagers- 
town, Md., as a result of an employee 
suggestion, has meant a saving of 
$12,000 in materials every month. 


Often a Labor-Management Commit- 
tee’s work on the big job of. speeding 
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production, increasing efficiency, and 
eliminating bottlenecks is amazingly 
technical. An account of a production 
committee’s meeting at a big chemical 
plant in the Mid-West told how represen- 
tatives of the Chemical Workers Union, 
AFL, and management, had put their 
heads together on such problems as: 
Should a pump with more capacity be 
substituted for the pump now in use? 
Should a tank be connected with the sys- 
tem so that in an emergency it could sup- 
plement the product of the existing tank 
or take its place? Would a little stronger 
“mix” speed the chemical action? Per- 
haps an air-bound coil slows up the flow 
and redesigning is called for? 


Total War — American Style 


HE rise in production since Pearl 

Harbor is well known in industry and 
to the American people. There have been 
many factors in this success story. Cer- 
tainly the cooperation of labor and man- 
agement deserves a large share of the 
credit. The U. S. Maritime fleet is now 
more than double its size as of December, 
1941. Our Navy in June 1930, had 356 
combatant ships and 511 ships of all 
types, while as of January 1944, our 
Navy had 880 combatant ships and 23,000 
ships of all types. In December 1943, 
182 merchant ships were delivered, as 
compared to 12 merchant ships delivered 
in November 1941. The over-all muni- 
tions production in December 1943, was 
6.6 times the production turned out dur- 
ing the month before Pear] Harbor. Dur- 
ing 1943 the aircraft industry produced 
almost twice as many airplanes of all 
types as in 1942, even though the aver- 
age airframe weight per plane had doub- 
led in the two years to December 1943. 
Today American plants are turning out 
350 planes per day—an_ unparalleled 
achievement. 


The Suggestion System has been an 
inspiring feature of the work of Labor- 
Management Committees. Workers on 
the job are encouraged to turn in their 
ideas for breaking bottlenecks, speeding 
production, conserving materials, improv- 
ing shop housekeeping, reducing absentee 
and turnover rates. Labor-Management 
Committees consider all such suggestions 
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carefully and award prizes for the best 
ideas—putting them into immediate ef- 
fect. The plant committee may then for- 
ward particularly meritorious sugges- 
tions to the Washington Headquarters of 
the War Production Drive, where the 
Board for Individual Awards considers 
them. Of the three classes of national 
honors besides Commendation, between 
1000 and 1500 Honorable Mentions have 
been awzerded, 300 to 400 Certificates and 
less than 20 Citations. Suggestions 
which would improve efficiency in other 
plants are given wide circulation in order 
that all of industrial America and the 
entire nation may benefit. 


The Best Kind of Idea-ology 


HERE is little question but that the 
Suggestion System works better in 
plants having effective Labor-Manage- 
ment Committees than it does in plants 
without good, cooperating production or- 
ganizations of this type. Hundreds of 
thousands of the suggestions for im- 
proved tools and methods have been 
adopted. The captains of industry are 
enthusiastic about this achievement. It 
is not unusual to hear the president of a 
company proclaiming today that there is 
scarcely an operation in the whole ship- 
yard or factory which has not been made 
more efficient because of workers’ ideas. 
The Suggestion System as worked out 
by Labor-Management Committees of- 
fers one clue as to why we are certain to 
win the war. The Nazis and the Japs 
are committed to the notion that all the 
thinking must be done by a little group 
at the top. We rejected that idea, realiz- 
ing that our workers are individual think- 
ing men and women and because we know 
that they can rise to opportunity. That 
this respect for their minds and their 
ideas is well founded is proven by the 
fact that during the past year American 
workers have turned in at least a million 
war-winning ideas through their Labor- 
Management Committees. 


A Key to Future Prosperity 


S we think of the days ahead, we vis- 
\% ualize how important Labor-Manage- 
ment Committees are destined to be in 
our economic life. Through such team- 
work organizations workers will be in- 


17 


formed of changes in production sched- 
ules. They will be working with full 
know-why intelligence. This will be a 
stabilizing influence. 

If we project our thinking into that 
fascinating era which we label “post- 
war,” we can see that the labor-manage- 
ment idea must remain with us, to de- 
velop and spread to the advantage of all. 

The industrial world is too complex to 
make it possible for anyone to do intelli- 
gent, comprehensive planning unless he 
knows something of what others plan to 
do. Competition and “free enterprise” 
are both constructive and destructive. 
Monopolies and cartels were, in many in- 
stances, defensive mechanisms employed 
against competition and free enterprise. 

Our war experience with the coopera- 
tion of labor and management, devoted to 
harmonious teamwork for constructive 
purposes, points the way to a continuing ° 
post-war cooperation which can go far in 
achieving the ideals of total employment, 
expanded production, efficient distribu- 
tion, and general prosperity. 


OF 


NEW YORK 


48 WALL ST., NEW YORK 


Uptown Office: 
MADISON AVE. AT 63rd STREET 
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FipeLiry-PHILADELPHIA 
Trust COMPANY 


Organized 1866 


Statement of Condition, June 30, 1944 


ASSETS 
Cash on Hand and due from Banks. . . 
NS a te i ee ae ee ee 
Investments: 
U. S. Government Securities. . . . . 
State, County and Municipal Securities . 
Other Investments 
Mortgages . 
Investment in Fidelity Building Corporation 
Real Estate Owned 
Vaults, Furniture and Fixtures . 
Accrued Interest Receivable. . .... 
Prepaid Taxes and Expenses. . . 
Other Assets 


LIABILITIES 


Coemel. « s 6% 
GR. ee See 
Undivided Profits . 
Reserve for Contingencies, etc. . 
Reserve for Interest, Taxes, etc.. . 
Other Liabilities 
Deposits: 

United States Treasury . 53,349,043.46 
Other Deposits 


132,025,663.31 


$ 46,259,555.79 
32,414,517.41 


101,199,782.21 
4,571,473.72 
14,119,793.10 
2,476,775.85 
3,134,036.58 
2,265,113.25 
1,075,863.93 
787,267.48 
189,120.42 
84,271.68 


$208,577,571.42 


$ 6,700,000.00 
11,000,000.00 
3,965,596.72 
1,052,349.91 
437,182.77 
47,735.25 


185,374,706.77 
$208,577,571.42 


United States Government obligations and other securities carried 
in the above statement are pledged to secure Government, State 
and Municipal deposits, Clearing House Exchanges, and for fidu- 
ciary purposes as 1equired by law in the sum of $64,559,934.06. 


_ MARSHALL S. MORGAN 


President 


KENNETH G. LE FEVRE 


Treasurer 


135 South Broad Street, Philadelphia 9 


Member Federal Reserve System 


Member Federal Deposit Insurance Corporation 
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DIGEST SECTION 


Highlights of discussions on current economic 
topics from leading publications and addresses. 


SAFEGUARDING FREE ENTERPRISE 


The Guaranty Survey, May 30, 1944. 


O obtain a cross-section of opinion 

regarding free enterprise from exe- 
cutives in various businesses and sec- 
tions of the country, The Guaranty Sur- 
vey asked a large number of executives 
to give their views as to how it can best 
be safeguarded. 


The replies indicate that many busi- 
ness men believe that they should become 
‘vocal,’ and the Government policies they 
consider most dangerous to the future 
health and usefulness of industry are 
broad policies that affect business in gen- 
eral. Wartime restrictions and burdens 
are accepted as inevitable, and, while 
there is a unanimous desire to be free of 
these controls as soon as possible, it is 


recognized that the readjustment to 
peacetime conditions will not be easy and 
cannot be achieved overnight. 


There is strong insistence, however, on 
the fact that revision of public policy must 
go beyond the mere abolition of war con- 
trols if free enterprise is to retain its 
vitality and make its full contribution to 
the general welfare in the years to come. 
Such revision must include reform of tax 
policy, with special emphasis on the restor- 
ation of the incentive to enterprise and risk. 
It must aim at clarification and rectification 
of the relations between labor and manage- 
ment. It must seek a reversal of the recent 
trend toward extension of political power, 
particularly in the business field. One of its 
objectives must be the preservation of the 
resourcefulness and self-reliance of the in- 
dividual citizen. Underlying these aims, 
there must be a basic conception of govern- 
ment as the representative and servant of 
all the people, not the champion of special 
groups. 


The preponderance of business opinion 
supports the following views concerning the 
relaxation and abolition of wartime controls; 


1, Some additional materials for civilian 
supply should be made available at once; 
2, The excess profits tax should be abolished 
promptly at the end of the war; 3, Price con- 
trol should continue through the reconver- 
sion period; and 4, None of the Govern- 
ment’s wartime controls should be retained 
indefinitely. 

Perhaps the most significant fact brought 
out by the answers to the first question, 
“What particular Government policies are , 
most dangerous to the future health and 
usefulness of your industry?”, is that the 
large majority of business men are primar- 
ily concerned not with conditions peculiar 
to their own industries but with those affect- 
ing business as a whole. Foremost among 
these is the fiscal position of the Govern- 
ment, and particularly the outlook for taxes. 
Anxiety on this score arises partly from the 
tremendous burden of taxation that business 
has carried in recent years and will prob- 
ably have to continue to carry after the war, 
and partly from the belief that tax policy 
as it has developed in the last decade or 
more rests with undue severity on business 
enterprise and threatens the productivity of 
our industrial system. 

The principal indictment of Federal tax 
policy is that it tends to dry up the sources 
of capital and deaden the incentive to enter- 
prise. S 


Second in importance to fiscal policy, in 
the opinion of business men, is labor policy. 
A considerable number, in fact, put labor 
policy first. 


Almost as serious as the labor problem, 
in the opinion of business men, is the cen- 
tralization of power in the Federal Govern- 
ment, and particularly in its administrative 
bureaus and agencies. 


A number of replies indicate a belief that 
the principal threat to free enterprise lies 
not in any single policy but in a basically 
unwholesome and unsympathetic attitude to- 
ward business on the part of public admin- 
istrators. 
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POST-WAR DEBT 


ARTHUR W. HAWKINS 
Vice President and Trust Officer of the Lincoln National Bank & Trust Co., Syracuse 


HE heavy government debt burden 

will not be paid except in a small 
part, following the British pattern of 
perpetuals (War of Oranges—Napoleon- 
ic Wars, and so on, have been paid for 
only in small part). 


The Government vs. private debt will 
be at the ratio of 300 to 40 (7% times). 
There must be vast refundings; also ad- 
ditional amount to support large stand- 
ing army and world’s largest navy; also 
pensions and care of veterans, estimated 
at $1% billion per annum. Of private 
debt, only about $20 billion is active. 
All of Government debt is active; 80% 
of public debt due on or before 10 years, 
30% due during the next year. Govern- 
ment financing and refinancing will dom- 
inate the post-war market. 


Before Croup IV of the New York State Bank- 
ers Assn. 


Missouri's 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 

It administers more trust 
property than any other Mis- 
souri financial institution. 
Itis the oldest trust com- 
pany in Missouri. 

For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 


At the war’s end, the Government will own 
over 25% of all manufacturing facilities— 
tremendous quantities of excess inventories. 
The annual tax load will exceed $30 billion 
($20 billion, nation; $10 billion, subdivi- 
sions). Rehabilitation cannot be accom- 
plished by private enterprise alone. First 
period—Federal aid as through RFC. Sec- 
ond period—private funds invested in busi- 
ness through investors and banks but, be- 
cause of long-term demands, guaranteed or 
insured by the Government (following the 
pattern of V loans). Third period—hazard 
money seeking larger return without safety 
of insurance (some years distant before 
such becomes the major vehicle of financ- 
ing, such as that after World War I). 


The balancing of the budget (end of defi- 
cit financing) will take some years time 
after war ends, and then only when the na- 
tional income is at least $100 billion. The 
service charge on the debt will be in excess 
of $7 billion; total budget, $20 billion. Re- 
demption of War Bonds will present a real 
problem and necessitate refinancing. Re- 
serve requirements will be reduced to make 
bond funds available when necessary. 

In a study of yield spreads between corpo- 
rates and Governments back of 1941 when 
non-taxable Governments were issued, com- 
parable yield between the high-grade corpo- 
rate and the tax equivalent of Governments 
ran between % to 1% more for corporates. 
In fact, a better than 1% was the differential 
up until 1934 for A-1 plus corporates. 


In the last several years, because of dim- 
inishing supply of corporates, we have seen 
this margin in yield approach a position 
wherein now the highest grade corporates 
sell on a comparable basis to the tax equiva- 
lent of Governments and yet we know that 
no corporate, even the A-1 plus bonds, have 
the same security and expectancy of con- 
tinued income that Governments have. A-1’s 
even approach in the present market the 
same category. Many A-1’s sell at not more 
than 50 basis points spread. 


It would seem that the present spread of 
corporates is absurdly narrow and, with an 
indefinite period of new issuances of Gov- 
ernments ($39,000,000,000 Governments 
must be refunded in the next year), there 
is a decided hazard in buying corporates at 
these price levels. 
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LIFTING THE TAX DAMPER 


State and Federal Fiscal Policies Necessary to 
Economic Welfare 


GOV. JOHN W. BRICKER of Ohio 


OTHING would be more encourag- 

ing to the American people than 
some substantial progress in the solution 
of our fiscal and taxation problems. These 
problems have confused enterprise and 
dampened the spirit of our people for 
more than a decade. 

Furthermore, the issue of centralized 
bureaucratic power, as against a larger 
degree of local autonomy, cuts across our 
fiscal and tax policies. This threat is so 
serious that today we face the question 
whether the States will remain active, 
cooperative and equally sovereign mem- 
bers of our governmental system, or will 
be reduced to provincial administrative 
units with little or no self-government. 


Revitalize or Disrupt 
Frequent changes in fiscal policy throw 


our economic machine out of gear and 
cause confidence to give way to misgiving 
and uncertainty. Government also must 
understand that if risks are to be taken, 
there must be a fair balance between 
opportunity for reward and hazard of 
loss. We must devise a system of taxa- 
tion and adopt a scale of rates that will 
revitalize our entire economic machinery. 
To that end we must provide the neces- 
sary incentives for investment in indus- 
try and for production by management 
and labor. 


State Independence 


State and local governments generally 
are in a relatively good financial position. 
The time has come for adoption of fis- 
cal policies which will preserve that finan- 
cial independence. 

Attention should first be directed to 
the mainstay of local governments—the 
property tax. Authorization for the local 
taxation of federally owned property, 
with proper restrictions, would help to 
maintain: their financial independence. 


From address May 30 before Governor’s Con- 
ference at Harrisburg. 


Even more important, all this property 
acquired for the conduct of the war, not 
needed for permanent post-war military 
ownership, should be returned to private 
ownership as soon as practicable after 
victory, thus restoring it to the local 
tax rolls. 

The most effective way to abolish the 
independence of State and local govern- 
ments, and with it home rule in America, 
is by taking away their financial indepen- 
dence. Of all taxes collected in the 
United States in 1932, the Federal Gov- 
ernment’s portion was 22 per cent. In 
1939 its share had jumped to 38 per cent. 


Centralization and Subsidy 


Coincident with the centralization of 
more and more of the taxing power in the 
Federal Government and the increase of 
Federal subsidies to State and local gov- 
ernments, a similar trend has been going 
on within the States. We must real- 
ize the implications and results of this 
trend. State and local governments be- 
come a sham and a pretense if they can- 
not support themselves and must go to 
another government for handouts. 

An excellent illustration of extending 
the subsidy theory into more and more 
fields has been the recent proposal of the 
Federal Government to subsidize the pub- 
lic schools of the nation. When an ef- 
fort is made to change the government 
of a country, one of the first steps is to 
take over the education and training of 
the youth of that country. 


Three Steps to Tax Justice 


What is to be done in the face of these 
trends? 

First, it is essential that the strictest 
economy in government be practiced, par- 
ticularly the Federal government. 

Second, appropriate segregation of tax 
bases, preserving appropriate fields of 
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revenue for the national, State and local 
governments. One of the most serious 
problems confronting not only national, 
State and local governments, but espec- 
ially the taxpayers, lies in overlapping 
tax bases. Our tax structure now is a 
planless patchwork held together by no- 
thing more substantial than political ex- 
pediency. 


Third, whenever State governments 
reach the point where their revenues may 
reasonably be anticipated to exceed neces- 
sary demands for any material period of 
time, instead of increasing local govern- 
ment subsidies, they should repeal such 
taxes as will best open fields of revenue 
for local governments. 
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Reciprocity to Cure Duplication 


In view of recent decisions of the 
Supreme Court, two or more States may 
now tax the same income, the same in- 
heritance, or the same property. The 
necessity for appropriate reciprocal leg- 
islation has become more pressing in or- 
der to avoid this form of double taxation. 


There is no justification for such in- 
equitable taxation. Appropriate recip- 
rocal legislation will also relieve not only 
business, but individual citizens from 
double taxation arising from questions 
of domicile. Sound governmental fiscal 
policies, national, State and local, are the 
foundation stones of a stable economy 
and American prosperity. 


National Stability on Shifting 
Tax Sands 


The Federal Government should bal- 
ance its budget at the earliest possible 
date. That would give more jobs than 
all the made-work the Government could 
possibly plan. Simplification and stabil- 
ity of tax laws are desperately needed. 
Adherence to the principle that the tax- 
ing power exists primarily for the pur- 
pose of raising necessary revenue and 
should not be used as an undercover 
method of effecting social changes is also 
necessary. 


Federal taxes should be reduced as 
soon as possible after victory. Such 
action would enable business to map plans 
without constant fear of changes, and to 
provide jobs for all who wish to work. 


The recent Baruch-Hancock report 
points the way toward the kind of Fed- 
eral tax policy that will be needed for re- 
construction and rehabilitation. In my 
judgment, the pre-war Federal policy of 
spend, waste, borrow and tax will wreck 
American economy if continued in the 
post-war period. A nation which builds 
its financial house upon shifting sands of 
deficit financing in peace times cannot 
survive as a nation. 


Nor can such a nation be a powerful 
influence in world affairs. Our power to 
help others will be dependent upon the 
degree in which we strengthen private 
enterprise and preserve individual oppor- 
tunity. 





CAPITAL MANAGEMENT 


JOB MONEY 


Digested from April 28th New England Letter, The First National Bank of Boston 


HE key to job making centers around 

the investment of capital in risk-tak- 
ing ventures. For every industrial work- 
er there is an investment of about 
$6,000 in machinery, equipment, plant 
and the like. It is this high capital in- 
vestment that accounts for the fact that 
the purchasing power of the American 
worker is far superior to any other in 
the world. The unequaled standards of 
living enjoyed in this country have been 
made possible by mass production, and 
the resultant economies passed on to the 
consumers have provided the sustaining 
influence for a high level of activity. 


The increase in real wages for the past 
three decades or more has corresponded 
closely to the increase in productivity. In 
the long run this must be so, for the very 
continuation of the capitalistic system is de- 
pendent upon a broad distribution of income 
in order that our output may be absorbed. 
The average net return on capital invest- 
ment for all manufacturing enterprise in 
this country has been only about 3 percent 
over the past two decades, and this is small 
compensation for the hazards assumed. The 
Government is dependent upon a healthy 
economy in order to be able to collect suffi- 
cient taxes to cover its expenditures. 


What is needed is not planned economy 
accompanied by rigidity, but a greater 
economic freedom so that the advantages of 
industrial progress may be passed on in 
terms of lowered costs. The consequent in- 
creased consumption will provide more jobs. 

The prime necessity of the post-war pe- 
riod will be to remove the obstacles that 
block the flow of capital into business enter- 
prise and to dispel clouds of uncertainty so 
that business may face the future with cour- 
age and faith, and thus be impelled to make 
long-term commitments which would fur- 
nish jobs and avoid relief rolls being pro- 
vided by the Government. 

Unsound taxes stop new ventures and put 
the brake on progress. Prior to the war, 
about one third of the industrial workers 
were employed in industries that did not 
exist or were mere infants at the turn of 
the century. Practically all of these indus- 
tries have been founded by research, and by 
means of research they have been able not 
only to meet changing conditions, but also 


have greatly expanded their volume of busi- 
ness and profits. Hence the importance of 
providing adequate incentives so that large 
and small enterprise will be induced to set 
aside funds for development activities. 


Over the years the chief source of capital 
savings has been surplus earnings ploughed 
back into business, and most of the re- 
mainder has come from individual savings. 
During the 1930’s there was a penalizing of 
bigness and success through a system of 
extortionate, punitive, and discriminatory 
taxes, and a hodge-podge of Governmental 
interference with economic laws. The more 
effectively a concern created income and 
jobs, the greater the penalty imposed in 
the form of taxes. The corporate tax rate 
nearly doubled during the decade. Allow- 
ances for capital losses were greatly re- 
stricted. Surtaxes on income in the upper 
brackets soared and practically eliminated 
the well-to-do from supplying venture capi- 
tal. An appraisal of the pre-war tax struc- 
ture would brand it as the most pernicious 
in our peacetime history. The net result 
was to destroy the job money, with the con- 
sequence that at the end of the decade there 
were in the neighborhood of eight million 
persons unemployed. Carried to its logical 
conclusion, the system of confiscatory taxa- 
tion destroys wealth and distributes poverty. 


The dismal tax record of the 1930’s should 
be a sharp warning against repeating the 
mistakes in the framing of post-war meas- 
ures. There must be a drastic overhauling 
of the tax structure in the post-war period. 
Taxes should be on an equitable basis and 
not a throttling influence upon business en- 
terprise. Liberal and flexible provisions 
should be made for depreciation allowances, 
particularly to young concerns, so as to 
minimize the risk of new undertakings and 
give them a chance to provide a cushion that 
would serve as a shock absorber. Loss 
carry-over should be extended to a period 
of five or six years in order to encourage 
risk-taking ventures. Surtaxes should be 
substantially reduced to permit the creation 
of venture capital instead of having this 
money funneled through Governmental chan- 
nels. Double taxation of corporation earn- 
ings in the form of profits and dividends 
should be abolished as should also the capital 
gains tax, since it interferes with the flow 
of one investment to another. Excess pro- 
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fits taxes are a wartime measure and should 
be eliminated at the close of the emergency. 

The job maker plays the most constructive 
role in our economy. Upon his willingness 
and ability to take risks and assume re- 
sponsibility for the mobilization of men, 
money and materials depends the welfare of 
all. He should be rewarded commensurate 
with the risks involved and services ren- 
dered. He should be provided with a favor- 
able climate in which to operate, and he 
should not be harassed and harried at every 
turn, nor his prerogatives so interfered with 
that he cannot perform his essential func- 
tions. 
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‘ A substantially lower and equitable tax 
structure, based upon what is best for job 
making, would be the most effective “green 
light” for the flow of capital into business 
enterprise. 

Venture capital and jobs are closely re- 
lated since the number of persons that can 
be employed is dependent upon the expan- 
sion of production, which in turn is deter- 
mined by the amount of risk money put to 
work. Consequently, labor should be equal- 
ly concerned with management that our sys- 
tem of taxation should be an instrument to 
stimulate and not to destroy the functions 
of job making. 


GOLD IN POST-WAR MONETARY PLANS 


EDWIN W. KEMMERER 
Princeton University 


HE first requirements of any post- 

war monetary standard that can be 
wisely adopted internationally and main- 
tained for any considerable time is that it 
shall have the confidence of the people. 
It should be free from international jeal- 
ousies. It should be simple and be a de- 
velopment out of a long, common expe- 
rience. 

No other kind of currency system in a 
distracted post-war world will so quickly 
restore the confidence of the public as a 
true gold standard. 

The following 11 principles should be 
adopted : 

(1) A high degree of international co- 
operation, which should begin at once and 
continue indefinitely. It should include small 
nations as well as large ones. 

(2) The monetary unit should be estab- 
lished in each country, after conference with 
other countries, but without any compulsion 
from them whatever. If compulsory inter- 
ference from outside is undertaken it is not 
likely to be effective very long. 

(3) War time inflationary policies should 
be discontinued at the earliest possible date 
after the armistice. 

(4) Measures should be taken early pro- 
viding for the ultimate discontinuance of all 
artificial price and exchange controls, but 
the process of discontinuing them should be 
put into effect by cautiously measured steps. 


Before the Foreign Affairs Committee of the 
House of Representatives. 


(5) After prices have settled down to 
what, for want of a better name, may be 
called their “natural level” there should be 
a “tryout” de facto stabilization of the 
monetary unit at this level. 

(6) The de facto stabilization in due time 
should be followed by a de jure stabiliza- 
tion, but the latter should not be adopted 
until the government is in strong enough 
position financially to be confident that it 
can make it stick. 

(7) There are three important types of 
the gold standard, namely, the gold-coin 
standard, the gold-bullion standard and the 
gold-exchange standard. These types fre- 
quently overlap and each of them is found 
in many varieties. Each type has its own 
advantages and disadvantages and these are 
relative to the economic, fiscal and political 
conditions in the different countries. 

(8) The management of the gold stand- 
ard, both international and national, should 
be kept as small as possible and should be 
superimposed upon a system that is funda- 
mentally automatic in its operation. 

(9) There should be interconvertibility 
on demand of all kinds of non-gold money 
with gold coin, gold bars or gold drafts, as 
the case may be. 

(10) The principal monetary authority in 
each country should be a central bank. 

(11) An international gold standard will 
call for an international bank with which the 
central banks of all gold-standard countries 
should be affiliated and to which they should 
contribute the necessary capital. 





CAPITAL MANAGEMENT 


POST-WAR PRODUCTION 


E. A. GOLDENWEISER 
Economist, Federal Reserve Board 


Before Federal Open Market Committee 


HE total amount of all goods and ser- 

vices produced is about 200 billion 
dollars a year. If production is kept up tp 
170 billion dollars, unemployment will 
rise to a figure of about two million, 
which may be an irreducible minimum— 
not unemployment at all in a socially un- 
desirable sense, but what the economists 
call “frictional” unemployment. How- 
ever, if the national product were al- 
lowed to go down to about 115 billion dol- 
lars which is the 1939 level with allow- 
ance for the increase in prices since that 
time, we would have unemployment ap- 
proaching a figure of 19 million. That 
would cover a considerable part of our 
economy and inevitably create insuper- 
able obstacles for free enterprise and 
democracy to overcome. I think that it is 
between these two extremes that our 
future lies, and that the nearer we can 
come to maintaining a high level of na- 
tional production and a low level of un- 
employment the more assured we can be 
of prosperity and peace and all the other 
things that we value. 

We can face a reduction from 200 to 170 
billion dollars in total national product with- 
out strain because it will represent (1) a 
reduction in hours, which are now abnor- 
mally high in all industries, (2) a return to 
nongainful occupations of married women 
who are now working in industry, as well 
as some younger and some older, folks, and 
(3) a decrease in the output per man after 
the war when less mechanized industries 
will constitute a larger part of the total. A 
decline in national product from 200 to 170 
billion dollars with a slight rise in unem- 
ployment is the very best outcome that we 
can have any hope of achieving. 

Of the 170-billion dollar national product, 
140 billion dollars represents products 
bought by private persons and 30 billions 
goods and services purchased by public bod- 
ies, including Federal, State, and municipal. 

110 of the 140 billion dollars will be con- 
sumer goods, and about 30 billion dollars 
will be capital goods. In order to get 110 
billion dollars’ worth of consumer goods, you 


will have to produce 17 billion dollars’ worth 
of durable goods, 58 billion dollars’ worth 
of nondurable goods, and 35 billion dollars’ 
worth of services. This means that our pro- 
duction of durable goods will have to be 
doubled compared with the pre-war level. 
Nondurable goods production will also have 
to be doubled, and the amount of services 
increased from 25 to 35 billion dollars. 

The 30 billion dollars, which represents 
nonconsumption goods, would consist of 8 
billion dollars’ worth of residential building, 
as compared with 3.9 billion in 1941. The 
increase in inventories might be 3 billion 
dollars, and other business investments, ° 
which were about 12 billion dollars in both 
1929 and 1941, would have to go up to about 
18 billion dollars. To the extent that we 
fall short of that, the choice will be either 
Government expenditures in excess of the 
30 billion dollars already allowed for in the 
total national product of 170 billion dollars 
or more unemployment than the two mil- 
lions envisioned in that estimate. 


“The history of liberty is the history of 
the limitation of governmental power, not 
the increase of it. When we resist *** con- 
centration of power, we are resisting the 
processes of death, because concentration 
of power is what always precedes the de- 
struction of human liberties—Woodrow Wil- 
son. 


Bell Aircraft stabilized helicopter which, it 
is pointed out, will not become big business 
until further research opens the mass 
civilian market 
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navigates MANUFACTURERS 


EDWIN M. ALLEN 


Alkali Works, Inc. TRUST COMPANY 


Condensed Statement of Condition as at close of business 
EDGAR S. BLOOM 
President, Atlantic, Gulf and June 30, 1944, 
West Indies Steamship Lines 
LOU R. CRANDALL ‘ 


oe A. RESOURCES 


CHARLES A. DANA Cash and Due from Banks $368,368,496.12 
President, Spicer U. S. Government Securities ...... 974,290,789.40 
Senafecsnsing Coop. U.S. Government Insured F. H. A. 

HORACE C. FLANIGAN 6,530,344.91 
Pien President State and Municipal Bonds 17,533,081.85 

— - a Stock of Federal Reserve Bank 2.220,300.00 

er Other Securities 19,769,300.74 

— qed Loans, Bills Purchased and 
Savings Bank Bankers’ Acceptances 375,174,898.52 

PAOLINO GERLI Mortgages 13,324,729.61 
President, Banking Houses 11,950,030.67 
& Col & Go, ins. Other Real Estate Equities 1,525,508.08 

ag wh Pg GIBSON Customers’ Liability for Acceptances . . 3,230,573.68 

= Accrued Interest and Other Resources . 3,723,012.86 


— $1,797,641,006.44 


Lambert Company i 
OSWALD L. JOHNSTON LIABILITIES 


— Thacher & Preferred Stock $ 8,009,920.00 
eins 6 nine Common Stock ..... 32,998,440.00 
: ; Surplus and 
rles L. Jo pius 
amma Undivided Profits . . 50,048,133.78  91,056,493.78 
SAMUEL McROBERTS Reserves. . 7,319,482.17 
New York City Dividend on Common Stock 
JOHN P. MAGUIRE (Payable July 1, 1944) 824,959.50 
—— * Dividend on Preferred Stock 
™ ass (Payable July 15, 1944) 200,248.00 


yi tay Outstanding Acceptances ..... 3,455,769.15 


Peabody & Co., Inc. Liability as Endorser on Acceptances 
GEORGE J. PATTERSON and F oreign Bills . 392,521.15 
President, Scranton & Deposits 1,694,391,592.69 
Lehigh Coal Co. —_—_—_—___- 
<a thot $1,797,641,066.44 
HAROLD C. RICHARD 
+ seneay ee United States Government securities carried at $288,299,475.67 are pledged to 
a secure U. S. Government War Loan Deposits of $262,947,502.25 and other public 
HAROLD V. SMITH funds and trust deposits, and for other purposes as required or permitted by law. 
President, Home A , , as 
ceucen Principal Office: 55 Broad Street, New York City 


ERNEST STAUFFEN 
Chai " 68 BANKING OFFICES IN GREATER NEW YORK 


Trust Committee 
GUY W. VAUGHAN 

President, Curtiss-Wright Member Federal Reserve System 

Syrass Member New York Clearing House Association 


HENRY C. VON ELM Member Federal Deposit Insurance Corporation 
Vice-Chairman of the Board 


ALBERT N. WILLIAMS Both Common and Preferred shares have a par value of $20 each. 
President, Western Union The Preferred is convertible into and has a preference over the 
Telegraph Company Common to the extent of $50 per share and accrued dividends. 


European Representative Office: 1, Cornhill, London, E. C. 3 
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BY THE CONSENT OF THE GOVERNED 


Effect of Political Campaign on Unity and War Efficiency 


Editorial 


F all the nations engaged in the 

greatest war known to so-called 
“civilized” mankind, the United 
States of America is the only one 
carrying through the normal process 
of a democratic national election in 
the midst of battle. This is not re- 
markable to the American people— 
it would be subject for grave con- 
cern only if this people’s right to 
change political leadership were sus- 
pended or abridged. But to other 
countries—and particularly to the na- 
tions under the Axis heel—it will be 
a living proof of the sincerity of our 
ideals, for it is the essence of our 
continued belief, through 168 ‘years, 
in the inviolable justice of self-gov- 
ernment, not only by our citizens but 
by other peoples as well. 


As the Republican candidate for the 
presidency, Governor Tom Dewey, has 
aptly said, such an election emphasizes 
our unity as a nation, as it does confi- 
dence in the victory of our arms and 
those of our Allies. There should be no 
question in an intelligent mind that the 
military course of the war will be retard- 


ed. Practically, the result of the cam- 


paigns will be to crystallize our objective 
of total victory through efficiency at 
home as well as abroad, and to sharpen 


our appreciation of American privileges - 
and, we hope, the equivalent responsibili- 
ties of our power. 


Vacillating and contradictory policies 
on manpower, priorities and other pro- 
duction controls affecting men and mate- 
rials will be subject to closer scrytiny 
and criticism; the internal conflicts and 
bickerings of overgrown, overlapping 
bureaus will be forced to abate as atten- 
tion is directed to inefficiencies. Con- 
structively handled, this can bring better 
order in the speeding of supplies to the 
war front. The hardest line to draw 
may be that between expedition of war 
needs and planning of post-war pro- 
grams. There is danger in too little 
preparation for peace, but not as much 
as in neglecting primary attention to con- 
tinued preparations for victory first. 


A campaign that will focus attention 
on saving lives or faculties of our fight- 
ing men is far preferable to one given 
over to vote-getting dream plans by social 
reformers or professional Santa Clauses. 
Surely our businessmen have proven by 
their great record in creating the Arsen- 
al of Democracy that they can adapt to 
immediate post-war needs for goods and 
employment. Let them take care of that 
end. The government has its hands full 
enough in aligning industrial and labor 
policies with the needs of the battle- 
front, and controlling inflation at home. 





Nothing can do greater harm to our 
men and women in service as well as to 
those at home than an accentuation of 
the class strife and differences that have 
been too evident since 1929. That way 
lies disunity and weakness, and jeopardy 
to an early, even a decisive victory. There 
is no class distinction on the battlefield, 
and there should be none at home; the 
distinction should rather be drawn—and 
drawn with courage and decisiveness— 
not against employers or employees, but 
against the chisellers in each group. It 
would be a rotten deal to present the 
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veterans, when they are fighting one war 
with glory and righteousness, with the: 
spectacle of an “ideological” conflict at 
home. There will be of necessity some 
ghost-hunting and flaying of whipping 
boys, but may that party win which finds 
and routs out the common enemies of all 
of us rather than that which sets Ameri- 
can against American. 

We have come victorious through elec- 
tions in the. midst of every major war 
since we became a nation: during the war 
of 1812, the Civil War and the first 
World War. We can and will do it again. 


Why Not a Family Budget Day ? 


HE suggestion has been advanced a 

number of times in the past that we 
should proclaim a national “MAKE- 
YOUR-WILL” day. In the rush of other 
matters, under pressures from many oth- 
er sources during the most hectic score 
of years in our entire history marked by 
boom, bust, depression and war, the idea 
has not materialized. Perhaps the ap- 
proach or timing was wrong perhaps it 
was simply a lack of concerted, sustained 
effort. 


In the midst of war and on the eve of 
what may well be the most dramatic epi- 
sode of modern history, such a suggestion 
may sound flat, like a 20th Century ver- 
sion of fiddling while Rome burns. But 
there is an underlying philosophy to this 
idea which, is very much in keeping with 
the job we will have to do to keep Amer- 
ica economically sound. Properly con- 
ceived and executed, a day proclaimed 
for consideration of the family’s welfare 
would touch the foundations of our home 
life. 


But what makes the matter timely is 
the growing conviction, reemphasized by 
each new war loan, that our fiscal stabil- 
ity as a free nation can be maintained 
only by the sustained saving and invest- 
ment of its citizens. This means that we 
must not only overcome the negative ef- 
fects of the “over-saving” bill of goods 
which was sold to us by apologist-econo- 


mists, but must also find the basis of a 
“sustaining program” of saving for 
proper purposes. And this will have to 
continue after the war—until production 
catches up with consumer demand. 


A nation-wide “MAKE YOUR WILL” 
Day would be a needed impetus to such 
planning. It would start the train of 
thoughts (spurred by scheduled articles, 
stories and illustrated news) beginning 
with a personal stocktaking or inventory, 
that would create the proper appreciation 
of estate planning. In fact it might be 
desirable to broaden the objective from 
making a will (or reviewing old ones) to 
putting the whole financial house in or- 
der, as spring house-cleaning has be- 
come a traditional annual rite. Local 
newspapers could be provided with fea- 
ture articles by trust officer, attorney and 
life underwriter, and the resulting busi- 
ness would surely be in the general in- 
terest. 


Considered as a Family Budget Day 
for present and future needs—perhaps to 
coincide with Mothers’ Day—the lessons 
learned from personal financial planning 
should be an education also in the eco- 
nomics of a sound national budget. Sup- 
plementing war bond campaigns, for 
example, the instilling of objective and 
planned savings programs might be a 
helpful brake on overspending. 





CURRENT EVENTS 


THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


STATEMENT OF CONDITION, JUNE 30, 1944 


RESOURCES 


Cash and Due from Banks . ; : 

U. S. Government as eas direct and fully 
guaranteed , 

State and Municipal Seniiiides.. 

Other Securities 

Loans, Discounts and Bankers’ "Acceptances 

Accrued Interest Receivable 

Mortgages 

Customers’ Acceptance Liability 

Stock of Federal Reserve Bank 

Banking Houses 

Other Real Estate . 

Other Assets . 


. $ 886,347,988.67 


2,778,218,272.86 
84,987,986.73 
122,628,560.94 
1,048,627,006.00 
10,328,851.65 
6,751,716.05 
4,185,995.07 
7,050,000.00 
35,282,065.75 
4,456,946.09 
1,317,453.11 


$4,990, 182,842.92 


LIABILITIES 

Capital Funds: eT 
Capital Stock . 

Surplus ; , 

Undivided Pesiies ; 


$111,000,000.00 
124,000,000.00 
43,209,131.71 

$ 278,209,131.71 


Dividend Payable August 1, 1944 
Reserve for Contingencies . 
Reserve for Taxes, Interest, etc. 


Deposits 


5,180,000.00 
10,289,270.53 
8,249,317.58 
4,677,872,687.91 


$ 7,955,614.16 

3,301,795.36 

Liability as Endorser on Acceptances and Foreign 
ae 
Other Liabilities 


Acceptances Outstanding 


Less Amount in Portfolio 4,653,818.80 


74,220.02 
5,654,396.37 
$4,990,182,842.92 
United States Government and other securities carried at $1,199,414,965.00 are pledged 


to secure U. S. Government War Loan Deposits of $1,021,381,481.02 and other public 
funds and trust deposits, and for other purposes as required or permitted by law, 


Member Federal Deposit Insurance Corporation 
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THE 


New YORK TRUST 
COMPANY 


I0O BROADWAY 


MADISON AVENUE AND 40THST. TEN ROCKEFELLER PLAZA 


CONDENSED STATEMENT OF CONDITION 
At the close of business, June 30, 1944 


ASSETS 


Cash on Hand and in Federal Reserve Bank . . $104,822,521.85 
Exchanges, Collections and Other Cash Items . . 46,148,963.99 
United States Government Obligations — Direct 

and Guaranteed . . . ... + + « « « « 455,606,903.46 
Other Bonds and Securities. . . . . . . . © 33,943,707.57 
Loans and Discounts . . eee ae! oe se SORES 955.32 
Interest Receivable, Accounts Receivable and 

Other Assets r i PS tia 2,542,436.96 
Customers’ Liability for Acceptances ee ee 386,459.92 
Real Estate Bonds and Mortgages. . .. . 1,534,251.38 
Equitiesin RealEstate. . . . . . 2. « « 84,979.52 


LIABILITIES 
Deposits. . . - $748,300,480.56 
Outstanding and Certified Checks 28,536,595.74 $776,837,076.30 
Dividend Payable July 1,1944 ... be 525,000.00 
Accounts Payable, Reserve for Taxes and Other 


Liabilities . . pe var See ee eae 3,391,217.05 


Acceptances .. 528,593.71 
Caen . + 


Surplus . . . 
Undivided Profits ; 


30,000,000.00 
7,138,292.91 -52,138,292.91 
$833,420,179.97 


. « 15,000,000.00 


United States Government obligations and other securities carried 
at $235,218,753.49 in the above statement are pledged to secure 
United States Government deposits of $219,897,668.05 and other 
public and trust deposits and for other purposes required by law. 


Malcolm P. Aldrich, New York TRUSTEES B. BrewsterJennings,New York 
Graham a. Aahons Howard W. Maxwell, New York 
re en. :. bf 
Colt’s Patent Fire Arms Mfg. Co. Pee ee Harry T. Peters, New York 
Arthur A. Ballantine United States Rubber Company Seton Porter 
Root, Clark, Buckner & Ballantine a enilt TS. Pinciens President, National Distillers 
John E. Bierwirth Chairman of the Board Products Corporation 
resident Hercules Powder Company Robert C. Ream, President 
Alfred A. Cook Samuel H. Fisher American Re-Insurance Co. 
Cook, Lehman, Greenman, Litchfield, Conn. Morris Sayre 
Gold: mark & Loeb William Hale Harkness Executive Vice-President 
William F. Cutler ow York Corn Products Refining Co. 
Vice-President 


American Brake Shoe Company Horace Havemeyer. Jr. Vanes See 
Ralph S. Damon Executive Vice-President 


Vice-President & General Manager The National Sugar Refining Medley G. B. Whelpley 
American Airlines, Inc. Company Guggenheim Bros. 


Member of the Federal Deposit Insurance Corporation 
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CONNECTICUT GETS DOWN TO CASES 


Current Investment, Tax, Legal and Administrative Questions 
Answered at Trust Conference 


ITH a minimum of oratorical gen- 

eralities and high-sounding en- 
comiums, a roster of excellently chosen 
speakers put their teeth into the most 
practical and timely questions of the 
trust day, under the chairmanship of G. 
Harold Welch of the New Haven Bank, 
at the annual trust conference of the 
Connecticut Bankers Association. Over 
150 trustmen and attorneys found a 
stimulating, fast-paced program at the 
one day meet at New Haven on May 16th. 
We have only one regret: that the top 
commercial bankers of the state—and 
representatives from adjoining states— 
were not in attendance to enjoy and pro- 
fit by the rapid-fire performance. 


Economic Base of Taxation 


A head start was made with the inimi- 
table Mayo Shattuck, Esq. of Boston 
drawing a crystal-clear picture of the 
philosophy behind trends in the taxation 
of estates. It is being approached not 
on basis of private property law, but as 
social-policy, which is constantly shift- 
ing its emphasis, but steadily in the di- 
rection of restricting privileges of in- 
heritance, geared to the supposed eco- 
nomic needs of the general public, rather 
than following trust law. 

Cautioning against emphasis of trust 
as tax saving device—since no device will 
long be proof against major burdens— 
Mr. Shattuck considered it as rather the 
natural and healthy way to guard pro- 
perty for its end uses. He raised the 
question of how far the present concept 
of estate taxation would hold, and how 
far give way to successive taxes on pas- 
sage to new owners. This, of course, 
would mitigate strongly against legiti- 
mate trust uses. The Hallock case is a 
dangerous approach, he said, citing Con- 
gress’ expression in the 1943 revenue act 
that the Stwart decision had gone too far. 


Small Trusts 


Richard Rapport, Bank Commissioner 
of Connecticut, followed this up in re- 


ferring to the continued trend to effect 
redistribution of wealth via taxation, as 
a social “reform” instrument. Seeing 
any substantial post-war rate cut as an 
illusion, he pointed out the major place 
of small trusts in the past and present 
composition of trust department funds, 
and said the job was to find and educate 
the middle classes, especially urging the 
usefulness of the Common Trust Fund, 
whose restrictions in Connecticut, he 
noted, needed sharp revision, and pres- 
ently provides only the beginnings of a 
useful law. 


The present survey of probate court. 
procedures, to standardize and simplify 
the existing heterogeneous practices, was 
remarked by William Judd, president of 
the Connecticut Bankers Assn. ° Report- 
ing on the interest of the Committee on 
Bank-Bar relations, W. B. Dana of Hart- 
ford National Bank & Trust said that 
little fault was expressed at open joint 
meetings with attorneys as to trust com- 
pany practices, though it should be noted 
that these included the lawyers with 
more than average understanding of es- 
tate work. J. H. Bartholomew of Hart- 
ford-Connecticut Trust reported on his 
committee’s study of a simple means of 
income allocations, and Franklin Griffin 
of Studley, Shupert & Co., Boston, de- 
scribed the portfolio service being pro- 
vided in concert for a number of Connec- 
ticut trust departments. Giving interest- 
ing data as to what incomes $100 buys 
in various companies and industries, Mr. 
Griffin went into details which demon- 
strated the expediency and better protec- 
tion for medium or small sized depart- 
ments of having cooperative research and 
investment analysis. 


Questions of the Day 


The Panel Discussion, with an ex- 
tremely well-picked quartet composed of 
Lynwood Elmore (Deputy Bank Commis- 
sioner), Laurence Tighe (Treasurer of 
Yale U.), E. Lea Marsh (a key figure in 
the Connecticut House of Representatives 
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who has been especially concerned with 
the Common Trust Fund legislation) and 
Lucius Robinson (prominent estate at- 
torney of Hartford) put on a lively reper- 
toire that ranged through fourteen of 
the timeliest topics of the trust day, 
based on questions submitted in advance 
to G. Harold Welch as secretary of the 
Association. Concerning liquidation of 
estate assets to meet known tax liabili- 
ties, it was the consensus that cash be 
raised at the first practicable moment as 
to do otherwise would in effect be to 
speculate on the market, and embarras- 
sing cases can be readily recalled to sup- 
port this contention. 


Standardization of probate practices, 
up before the recent Assembly, is recog- 
nized as highly desirable, but is meeting 
snags for smaller judicial districts which 
are loath to effect suggested combina- 
tions or adopt suggestions found bene- 
ficial by the more experienced courts. 
Proposals included merger of probate 
with Superior courts in country districts, 
and standardization of appraisal fees. 


Relations with Attorneys 


With wide participation by both at- 
torneys and trustmen, it was the con- 
sensus that it was proper for trust de- 
partments to handle matters ex parte, or 
probate without exceptions, as a business 
part of their function. Citing the nat- 
ural concern over losing business they 
used to get to specialists—individual or 
corporate—there was a definite feeling 
that the trustee had a responsibility to 
be in at the drafting of the will or trust 





If You Have a 


TRUST PROBLEM 
In Los Angeles, Call 
“The Bank of Personal Service’’ 


UNION BANK 
& TRUST CO. OF LOS ANGELES 


8th & Hill Streets 


“We Have No Branches” 
Teletypes: L.A. 362, 363 Cable Address: UNIONBANK 
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just as an industrialist confers in blue- 
printing of orders he is to perform on. 
The difficulty of advising both testator, 
trustor and trustee makes this desirable. 
It was considered that advice by a trust 
company as to effects of taxes was no 
more practice of the law than that by 
accountants, and some attorneys may 
have missed the boat in not developing 
their facilities for this service. The trust 
institutions, it was pointed out quite ap- 
propriately, have as much a duty of self- 
discipline over the lower-standard mem- 
bers of their business as have the 
attorneys to correct malpractices of fel- 
low members of the bar. 

In view of the Kings Daughters case, 
making the advantage of nominee hold- 
ing of estate investments precarious, leg- 
islation was urged to speed the transfer 
process. 


Investment Practices 


Selling of 2nd grade rail securities 
whether under or over inventory value, 
should be considered on merits, rather 
than receiving value, though with an eye 
to surcharge danger. The purchase by 
railroads themselves has not bolstered 
2nd and 3rd grades above vulnerability 
with end of war. “Thermostatic” or 
formula control of portfolios was ac- 
corded favorable consideration, and be- 
lieved applicable to any sizeable fund— 
probably including the common trust 
fund. It was stated, in answer to a 
question, that the Yale plan sells or buys 
each security in ratio to its proportion 
to the whole fund as percentage varies 
from the median set. 


Administration Matters 


Much discussion revolved around the 
payment of commissions by remainder- 
man as well as life tenant. A 50-50 split 
was considered generally the most equit- 
able and in accord with the trustor’s 
usual preference for life tenant to be 
protected. Unfortunately the Uniform 
Principal & Income Act omitted the allo- 
cation feature, and it was urged that this 
be reconsidered. The feeling of legisla- 
tors that the testator would express his 
wishes if he so desired was made by a 
member of the legislature attending, but 
it was quickly pointed out from the floor 
that the average layman did not always 
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have the question raised or the effects 
pointed out. Difficulties impinging on the 
life beneficiary—generally the basic ob- 
ject of support for the entire family, now 
involve lower earning power of invest- 
ments, smaller estates and increased liv- 
ing costs. This was deemed to put the 
testator at a disadvantage and fully de- 
pendent on the experience of the draft- 
ing lawyer. It was urged as a topic for 
Bank-Bar relations committee action. 

Overdrafts against trust income, 
recognized as often necessary accommo- 
dation, should be handled as advance on 
general ledger, lest the advance be made 
with money of another trust, and since 
on books it would otherwise be a loan 
unreported on the statement. 

For protection against subsequent tax 
liabilities in the distribution of estates, 
obtaining of closing agreements was 
suggested, upon completion of appraisal 
requested in 18 months—meantime 
avoiding any large proportion of dis- 
tribution—with practice urged of asking 
for early audits of past income taxes. 

Effort to get greater uniformity in 
fees ran across the customary snag of 
imponderable costs, as for special after- 
developing situations, beneficiary consul- 
tations, etc., but it was pointed out that 
while special cases required lower or 
higher variations, the responsibility was 
a real cost factor. Concern was expressed 
as to whether fee schedules would *clas- 
sify under “restraint of trade.” This 
seems to have been developed into a 
scare that may not be necessarily real if 
it is recognized that variations will con- 
tinue to exist in different cases, and it 
was suggested that any schedules be 
“recommended” rather than “adopted”— 
as a guide rather than iron-clad condi- 
tion. 

Intermediate accounts for inter-vivos 
trusts were recommended as good prac- 
tice even where not required, and if ser- 
ious question or doubt were involved, 
court clearance could be recourse, though 
simple release by beneficiaries—when 
possible—is usually sufficient and saving 
of expense to the beneficiaries. 


New Business 


Bankers have a great opportunity to 
improve on their public prestige and re- 
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gain leadership during the war by both 
civic and patriotic activities. Trustees, 
e.g., have unlimited opportunity to. co- 
operate with local draft boards to help 
selectees—and their families—to arrange 
their affairs; give safekeeping facilities 
for war bonds, etc. Banks have too long 
suffered from hermitry and poor support 
of their public relations. The work of 
the Military Affairs committee of the 
Bar Association was cited as exemplary. 


Common Trust Fund 


Legislative reluctance in adopting 
workable common trust fund law was 
credited, in Connecticut, to lack of under- 
standing rather than to dangers. There 
is in many places a confusion also with 
mortgage pools which should be eradi- 
cated by educational effort. Pre-study by 
a legislative council was suggested as de- 
sirable to revision in the 1945 session. 

The success of the fund in other states 
was cited, and it was conceded by those 
familiar with them that the common 
fund is a “must” for the well-run trust 
department of the future. The figure of 
$500,000 to $600,000 was cited as mini- 
mum necessary to operate out of the red 
(vs. $200,000 limit in Conn.) Record of 
the First National of Bridgeport’s fund 
was given and will be reported in detail 
in the next issue. This subject excited 
by far the widest interest, having shown 
its advantages alike to beneficiary and 
trustee. 


Virginia Gets Common Trust Fund 


Virginia becomes the 22nd state to author- 
ize banks to establish common .trust funds, 
through the passage of S.B. 40 at the 1944 
session of the Legislature. 


LAND TITLE 
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123 Graduate from G. S. B. 


Of the 231 freshmen who attended the 
Graduate School of Banking’s annual two- 
week session at Rutgers University last 
month, 26 are majoring in trusts. The total 
registration this year was 472, from 37 
states, with 123 graduating after completing 
their two-year course of home study, at- 
tending three school sessions and submitting 
a satisfactory thesis. The junior class in- 
cluded 21 bank officers majoring in trusts, 
while the senior class had 13 trust majors. 

An interesting sidelight of this year’s 
session was the fact that six graduates of 
former years Were back for second courses. 


They are, with their respective major 
courses for the first and second time 
around: 


Charles F. Borgel, First National Bank, 
York, Pa.: Trusts, Investments. 

William A. Reckman, Western Bank & 
Trust Co., Cincinnati: Trusts, Commercial 
Banking. 
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O. H. Perry Baldwin, First Central Trust 
Co., Akron, Ohio: Commercial Banking, 
Trusts. 

Elmer F. Shumaker, asst. national bank 
examiner, Chicago: Trusts, Investments. 


John L. Toomey, York (Pa.) National 
Bank: Trusts, Investments. 


George R. Schultz, Hanover National 
Bank, Wilkes-Barre, Pa.: Investments, Com- 
mercial Banking. 


0 


During the past year the Trust Companies 
Association of Oregon has been considering 
revision of fee schedules for existing ser- 
vices and new charges for recently devel- 
oped functions, according to the report to 
the Oregon Bankers Association rendered 
by L. B. Staver, president of the Trust asso- 
ciation and trust officer of the United States 
National Bank of Portland. Mr. Staver also 
cited the improvement in relations with the 
bar as a result of the creation several years 
ago of a joint committee. 












Left to right, lst row: 


Graduating Class of Trust Majors 1944, 
Graduate School of Banking 


R. Emmett Hanley, City National Bank and 





Trust Co., Chicago; Eugene M. Henry, County National Bank, Clear- 
field, Pa.; John S. Bacheller, Fidelity Union Trust Co., Newark, N. J.; 
Paul C. Matthews, Guaranty Trust Co., New York; 2nd row: Alvin 
M. Van Dyke, Safe Deposit & Title Guaranty Co., Kittanning, Pa.; 
W. Lewis Weber, Swedesboro (N. J.) Trust Co.; Sidney B. Dexter, 
Land Title Bank & Trust Co., Philadelphia, Pa.; W. Payne Brown, 
National Bank of Commerce, Charleston, W. Va., and Joseph W. 


Strube, Hudson Trust Co., Hoboken, N. J. 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 





Financial Analyst & Consultant, New York City 


EMPLOYEE BENEFIT PLANS— 
NET COST TO STOCKHOLDERS 


T is generally recognized that tax 

economies should not be the motivat- 
ing factor underlying the establishment 
of employee benefit plans. Sincerity of 
purpose and recognition of responsibili- 
ties represent the platform. But. auto- 
matically resultant tax economies oper- 
ate to reduce the cost of the plan and 
should therefore be taken into considera- 
tion. 

Many employers, however, do not ex- 
tend their tax analysis to its natural con- 
clusion. They take into consideration 
the corporation income tax, but do not 
examine the net tax position of the own- 
er of the corporation dollar, the stock- 
holder. The stockholder’s position, of 
course, is more important to a corpora- 
tion when its stock is not widely dis- 
tributed. The table (next page) illus- 
trates that the net cost of an employee 
benefit plan, considered in relation to the 
stockholder dollar, may be considerably 
less than its cost to the corporation. As 
the corporation is simply the “trustee” 
of the stockholder’s money, the final ef- 
fect on the stockholder is paramount. 

Upon examining the illustrative table, 
we find that if a corporation has excess 
profits the net cost after taxes to the 
corporation of a $40,000 deposit to an 
employee’s trust, is $5,800, equal to 
1414% of the amount deposited. (The ex- 
cess profits tax rate is 95%, but the post- 
war refund has been deducted.) There- 
fore, if this corporation did not estab- 
lish the plan, it would have only $5,800 
left of the $40,000 which otherwise would 
have been intact for the benefit of em- 
ployees. The corporation would have’ to 
do one of two things with this $5,800. 
It would either pay it out as dividends to 
stockholders, or add it to its surplus ac- 
count (if surplus account was not al- 
ready accumulated beyond the reasonable 
needs of the business). If added to sur- 
plus for the current year, the only way 
that stockholders could receive it in the 





future would be in the form of dividends, 
unless the corporation were liquidated. 
Therefore, it is proper in this tax cost 
analysis to take into consideration the in- 
dividual income tax of stockholders which 
would be applicable to this additional 
dividend which they would receive on top 
of their other income. If the latter placed 
them in an average 60% tax bracket, the 
additional dividends would be taxed at 
such rate and the stockholders would keep 
only $2,320 of the $5,800. This represents 
only 5.8% of the $40,000 deposited. Thus, 
if we consider only the corporation’s tax 
the cost is 1442% of the amount deposit- 
ed into the employee trust, but if we also 
consider the stockholders’ personal in- 
come tax the cost is reduced to 5.8%, if 
their tax bracket is 60%. 


The same principle holds true in the 
second illustration where the corporation 
is not in an excess profits tax bracket. 
Here the corporation tax rate is 40% 
with the result that 60% of the $40,000 
deposited would represent the net cost 
after taxes to the corporation. But again 
deducting the stockholders’ personal in- 
come tax, we find that the cost after tax- 
es is reduced to 24% of the amount de- 
posited. 


The foregoing analysis demonstrates 
that by considering the tax positions of 
both the corporation and its stockholders, 
the net cost of an employee benefit plan 
is nominal even where the corporation is 
not in an excess profits tax bracket. 


* * * * 


DO POLICY LOANS INCREASE 
COST OF LIFE INSURANCE? 


T times the owner of a life insurance 
policy requires temporary funds and 
borrows against the cash value of his 
policy. Sometimes such a policy-holder 
is doubtful about the cost of his insur- 
ance. He may be advised that his inter- 
est payment on the loan makes his insur- 
ance more expensive. An accurate finan- 
cial analysis will show this not to be true. 














36 TRUSTS and ESTATES—July 1944 


CHART ILLUSTRATING NET ANNUAL COST OF EMPLOYEE BENEFIT 
PLAN TO COMPANY AND STOCKHOLDERS 


(Without Allowance For Credits, Adjustments & Exemptions) 


Example #1 q Example #2 
Cost If Company Is In Ccst If Cempany Is Not In 


Excess Profits Tax Bracket Excess Profits Tax Bracket 
Prior To After Prior To After 
Establishing Establishing Establishing Establishing 
Plan Plan Plan Plan 
Total Net Earnings of Corporation, 
Before Taxes : 400,000 400,000 400,000 400,000 
Current Year’s Deposit to Employee 
Benefit Trust (10%) - Bee 0 40,000 0 40,000 
Taxable Corporation Income _.. 400,000 360,000 400,000 360,000 
Federal Taxes 
40% Normal & Surtax on Base 
Earnings of $250,000 in Exam- 
ple *1, and full taxable income 
in Example Me 650 100,000 100,000 160,000 144,000 
85% Excess Profits Effective Tax 
on Balance of Income _............ 128,250 94,050 xX x 
Total Federal Taxes _.... 228,250 194,050 160,000 144,000 


Net Earnings, After Corporation 
eR ae a OE 171,750 165,950 240,000 216,000 
Additional Income Available for 
Dividends to Stockholders if Plan 
is not established _.....____ 5,800 24,000 
Individual Income “Taxes if paid 
as Dividend to Stockholders in 
a 60% Top Tax Bracket ________. 3,480 14,400 





2,320 9,600 
Net Annual Dividend to Stock- 
holders if Plan is not established; 
or Net Annual Cost to Stock- 
holders of $40,000 Annual Benefit 
to Employee’s Trust if Plan is 


“eee eens 2,320 9,600 
Ratio of Corporation Net Cost to 

$40,000 Benefit _____. 144%% 60% 
Ratio of Stockholder ‘Net. ‘Cost to 

|” EE eee 5.8% 24% 


LINCOLN-ALLIANCE 


BANK AND [TRuST COMPANY 


Rochester, N. Y. 


Member Federal Deposit Insurance Corporation 
Member Federal Reserve System 
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The cash surrender value of a policy 
is calculated by taking the full cash re- 
serve of the policy as of any one year and 
deducting from it any applicable sur- 
render charge. This is also the value of 
the policy for loan purposes. When the 
insurance company constructs the annual 
premium to be paid by the insured, the 
cash reserve of the policy, as it pyramids 
through the years, is assumed to earn 
3% interest (as to companies on a 3% 
reserve basis). It is therefore necessary 
for the insurance company to cover this 
3% net interest guarantee through its in- 
vestment portfolio. If, in the construc- 
tion of premiums, the insurance company 
did not allow for the 3% interest on the 
cash reserve of the policy, the amount of 
the premium would be increased. There- 
fore, the cash reserve of the policy earns 
for the insured 3% interest which is ap- 
plied by the company toward defraying 
the cost of the insurance at risk. 


If the policyholder borrows the cash 
value of his policy, let us say from a 
bank, and pays the bank 3% interest on 
the loan, such payment merely offsets the 
interest credited on the cash reserve of 
the policy. The cost of the insurance at 
risk remains the same in both cases. To 
further clarify this point—if the insured 
does not have the savings to deposit with 
the insurance company at interest under 
his insurance policy, he must then de- 
posit somebody else’s money which he 
borrows. 


However, this matter of loans against 
life insurance policies is more advantag- 
eous in certain cases because the interest 
paid on the loan is deductible for income 
tax purposes. Therefore, if a policy- 
holder is in a 50% tax bracket and pays 
3% interest on his loan, his net interest 
cost after taxes is only 14%2%. At the 
same time, his interest earnings on the 
policy cash reserve remain at 3%—not 
subject to income tax. 


Pay-As-You-Go Compensation 
for Trustees 


This is the latest and next to last in the 
second series of Studies in Trust Business by 
Gilbert T. Stephenson. It is issued as a sup- 
plement to the June issue of The Trust 
Bulletin. 


W. Virginia Fiduciaries Elect 


The newly elected officers of the Division 
of the West Virginia Bankers Association 
are: 

President—J. B. Derwacter, assistant cash- 
ier & assistant trust officer, The First 
Huntington National Bank, Huntington, 

First Vice President—John G. Timberlake, 
trust officer, Union National Bank, 
Clarksburg, 


Second Vice President—L. C. Horter, vice 
president, The National Exchange Bank 
of Wheeling, 

Third Vice President—J. W. Howard, trust 
officer, McDowell County National Bank, 
Welch, 


Secretary—R. L. Bentz, cashier & trust offi- 
cer, The Old National Bank, Martinsburg. 


0 


Delaware Trust Section Elects Ward 


Rodman Ward, vice president and trust 
officer of the Equitable Trust Company, 
Wilmington, was elected chairman of the 
Trust Section of the Delaware Bankers As- 
sociation at the annual meeting. Joseph L. 
Marshall of Lewes Trust Company was 
elected vice chairman; Joseph P. Wortz of 
Security Trust Company, Wilmington, sec- 
retary; Paul D. Lovett of Delaware Trust 
Company, Wilmington, and H. D. Williams 
of Sussex Trust Company, Laurel, executive 
committee members. Joseph W. Chinn, Jr., 
vice president of Wilmington Trust Com- 
pany, was elected state vice president of the 
A.B.A. Trust Division. 


—_————o 


Burlington, Vt.—William Lockwood, vice 
president and trust officer of the Howard 
National Bank & Trust Co., was recently 
elected state vice president of the A.B.A. 
Trust Division. 


TRUST OFFICER 


Trust Department in a suburban New Eng- 
land City with splendid trust opportunities has 
opening for an experienced trust officer in his 
early forties. Successful applicant must be 
well versed in legal and tax problems involved 
in the administration of estates and trusts and 
in estate planning. Department is well estab- 
lished with assets of approximately $15,000,000. 
Salary ample and commensurate with ability. 


The members of our organization know of 
this advertisement. Correspondence will be 
strictly confidential. 


Address inquiries, stating age, qualifications 
and references to Box “‘T 2” Trusts and Estates. 
50 E. 42nd St., New York 17, N. Y. 
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CONTINENTAL ILLINOIS 


NATIONAL BANK 
AND’ [RUST COMPANY 


OF CHICAGO 


Statement of Condition, June 30, 1944 


RESOURCES 


Cash and Due from Banks $ 453,066,532.41 
United States Government Obligations, 

Direct and Fully Guaranteed 1 ,562,236,992.23 
Other Bonds and Securities 79,635,908.52 
Loans and Discounts 367,077, 469.58 

3,600,000.00 
Customers’ Liability on Acceptances 623, 341.20 
Income Accrued but Not Collected 5,970,871.85 
Banking House 11,250,000.00 


$2,483,461,115.79 


Deposits : $2,320, 155,664.36 
Acceptances 689,637.16 
Reserve for Taxes, Interest and Expenses 10,045,921.90 
Reserve for Contingencies 18,092,633.49 
Income Collected but Not Earned 257,657.16 
Capital Stock 60,000,000.00 
ERS sab ne FLEA ee NA ANT MIN 60,000,000.00 
Undivided Profits ; 14,219,601.72 


$2,483,461,115.79 


United States Government obligations and other securities carried at 
$515,904,968.14 are pledged to secure public and trust deposits and for 
other purposes as required or permitted by law 





Vember Federal Deposit Insurance Corporation 
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Britain’s Houses of Parhament, looking from the Southern Side of the Thames. 


ae tter from tia 


ARTHUR V. BARBER 


Banking Information Service, London, England 


International Monetary Fund 


REOCCUPATION with the Second 

Front has to some extent prevented 
public opinion in Britain from concen- 
trating on the proposals for the establish- 
ment of an International Monetary Fund. 
In any case, the fact that proposals have 
been put forward in a technical form has 
confined discussion mostly to experts. I 
have elicited expressions of informed 
opinion and find a general approval of 
the elasticity of the Plan, and the fact 
that it recognizes the right of every coun- 
try to determine its own internal social 
and economic policy, and also allows for 
disturbed conditions that are bound to 
reign for some time after the termina- 
tion of hostilities. 

Although a certain amount of appre- 
hension was evident in the House of 
Commons on the point of countries not 
being involved in each other’s slumps as 
they occur, or are supposed to occur, as 
the result of an internal economic policy 
of the countries concerned, there was 
agreement to the motion in the House of 
Commons on May 10th, and the proposals 


provide a suitable foundation for further 
international consultation, with a view 
to improve monetary cooperation after. 
the war. 


Trustee Savings Banks it 


HE title “Trustee Savings Bank” is . 

one that might convey an impression 
of fiduciary banking service. They are, 
however, “thrift” banks, started in Eng-_ 
land in the early years of the 19th cen- 
tury and directed by local voluntary trus- 
tees and managers; their duties are set 
out in Acts of Parliament, and rules are 
certified by the Registrar of Friendly 
Societies. They are subject to inspection 
and Government supervision. There are 
714 of these banks in existence, working 
closely with the National Savings Move- 
ment. 


Their activities have become general 
banking news of late, since one of their 
London branches has undertaken a new 
service on the lines of the commercial 
banks. This branch—in Hammersmith 
—is accepting undertakings from. cus- , 
tomers who thus arrange to make pay- | 
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ments to the local council through the 
bank. It is expected that the experiment 
may extend shortly to electricity accounts 
and that it will be adopted in other dis- 
tricts. Nevertheless, it is unlikely that 
any such arrangement will make any 
serious inroad into the functions of the 
commercial banks. 


Britain’s Income 


The nation’s money income for the 
calendar year 1944 will be about £9,000,- 
000,000. On this basis the ratio of taxa- 
tion to national income has been about 
36 per cent. 

In the financial year 1944-45 millions 
of taxpayers will be paying Income Tax 
on their current earnings instead of on 
their earnings of a previous period, 
which in nearly all cases was lower. This 
seems to justify optimism in British 
business circles that taxation in the new 
financial year will remain largely un- 
changed. 


Currency and Output 


A further addition to the Bank of 
England fiduciary issue of notes of £50,- 
000,000 raises the total sum as from 
March 7th to £1,150,000,000. Greater de- 
mands for currency can be attributed to 
various reasons, such as increased wages 
due to longer working hours and higher 
output, also to the presence of a larger 
number of overseas troops in this coun- 
try. A further factor is the changes of 
proportion of men, women, boys and girls 
employed in different industries and occu- 
pations. This brings about currency in- 
crease, since changes in the distribution 


IN THE 


NATION’S CAPITAL 


SINCE 1889 


American 


Security 
& Trust Co. 


MEMBER FEDERAL DEPOSIT INSURANCE CORP. . . FEDERAL RESERVE SYSTEM 


TRUSTS and ESTATES—July 1944 


of employment are the result of the 
movement of workers to more highly paid 
munition industries. 

Despite these currency increases, in- 
evitable under war conditions, the British 
Authorities are aiming at a stable and 
at the same time adaptable policy. The 
Chancellor of the Exchequer stated lately 
in Parliament that it was the constant 
policy of the Government to maintain the 
greatest equilibrium in the system of in- 
ternational exchanges. 


Bank Plans for the Return of the Forces 


Post-war plans for financial assistance 
have already begun to take definite shape. 
One of the Joint General Managers has 
been appointed to a position in which he 
will be devoting his full time to develop- 
ing banking facilities designed to assist 
in resettling men discharged from the 
Forces into civilian life. 


Building Emergency Houses 


I had a talk with an eminent American 
banker, who was on a visit to this coun- 
try, just before he returned to the United 
States some weeks ago, on the subject of 
building reconstruction. He told me 
there would be no shortage of material 
required for this purpose, for there are 
ample supplies of steel and timber. I 
gathered from him that the main pre- 
occupation would be the adaptation of 
houses to modern standards. 

In this country the problem will not be 
quite so simple. Mr. Churchill has 
sketched the Government’s plans in this 
respect. War-damaged houses are being 
reconditioned already and it is hoped 
that it may be possible to break the back 
of this task this very year. Plans have 
been laid for building 500,000 prefabri- 
cated or emergency houses. Factories 
have been assigned to the work, materials 
are being earmarked as far as possible 
and the most convenient sites will be 
chosen. The Government is laying down 
a twelve year building plan. During the 
interim period prefabricated houses will 
help to fill the gap and building opera- 
tives will be guaranteed steady employ- 
ment for long periods, with additional 
award for increased efforts or superior 
skill. 
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CURRENY EVENTS 


CALIFORNIA 


Los Angeles—L. D. Petty, formerly treas- 
urer and assistant secretary of CALI- 
FORNIA TRUST CO., has been elected an 
assistant trust officer. D. L. Wyland has 
been advanced from auditor to treasurer, 
and C. J. Fuglaar appointed auditor. 


San Francisco—E. J. Tooker was re- 
cently appointed assistant trust officer of 
the CROCKER FIRST NATIONAL BANK. 


DELAWARE 


Wilmington—Edward A. McGovern has 
been. elected 
trust officer of 
EQUITABLE 
TRUST CO. 
Mr. McGovern 
has had previ- 
ous experience 
with the Cal- 
vert Bank of 
Baltimore, 
with the Home 
Owners Loan 
Corp. as fore- 
closure and 
settlement at- 
torney, and, 
more recently, 
he has been in 
charge of es- 
tate and gift tax matters for the Internal 
Revenue Department at Wilmington. 





E. A. McGOVERN 


FLORIDA 


St. Petersburg—J. E. Bryan was elected 
president, W. W. McEachern vice-chairman, 
R. M. Petrick, vice president and cashier, of 
the UNION TRUST CO. Mr. Bryan has 
been -associated with the bank 14 years, 
having held every post from assistant cash- 
ier up. Mr. McEachern is immediate past 
president of the Florida Bankers Associa- 
tion and chairman of the executive commit- 
tee of the State Bank Division of the Amer- 
ican Bankers Association. 


Palm Beach—C. Ballard Breaux was elect- 
ed assistant vice president of the FIRST 
NATIONAL BANK. Formerly with the 
Mellon Securities Corporation in Pittsburgh, 
and the D. M. Manton Company of New 
York where he was employed as an invest- 
ment counsellor, Mr. Breaux will assume 





PERSONNEL CHANGES IN TRUST INSTITUTIONS 





duties in the trust department of the First 
National. 


ILLINOIS 


Chicago — AMERICAN NATIONAL 
BANK AND TRUST CO. elected Thomas 
J. Herbert assistant trust officer and Harry 
H. Salk assist- 
ant cashier. 
Mr. Herbert 
served the past 
fifteen years 
with the City 
Bank Farmers 
Trust Co., New 
York, and is a 
graduate of 
The College of 
the City of 
New York and _ 
The Graduate > 
School of 
Banking, where 
he also was on 
the faculty. 
Mr. Salk is a 
graduate of DePaul University and Chicago 
Law School. He is a director of Chicago 
Mortgage Bankers Assn. and chairman of its 
legislative committee. 





THOMAS J. HERBERT 


Chicago—Robert L. Burch, formerly with 
the Chicago Title & Trust Co., has been 
named trust officer of LAKE SHORE NA- 
TIONAL BANK. 


Chicago—Joseph K. Clark has been elect- 
ed assistant trust officer of LA SALLE 
NATIONAL BANK. For 15 years, Mr. 
Clark was with the Continental Illinois Na- 
tional Bank & Trust Co., and is also a 
member of the Illinois bar. 


MISSOURI 


St. Louis—Fred A. Sheppard advanced 
to assistant vice president and F. P. Bos- 
well to assistant secretary of ST. LOUIS 
UNION TRUST CO. 


St. Louis — MERCANTILE-COMMERCE 
BANK AND TRUST CO. has appointed Ar- 
thur S. Bland, Jr., and Frank A Molumby 
as assistant trust officers. 


NEBRASKA 


Lincoln—Rex E. Miller was named as- 
sistant trust officer and assistant cashier 
of NATIONAL BANK OF COMMERCE. 


NEW YORK 


Buffalo—Elmer L. Hewson and William 
R. Wendel have been appointed assistant 
secretaries of MANUFACTURERS & 
TRADERS TRUST CO. Mr. Hewson is in 
the personal trust department and Mr. 
Wendel in the corporate and stock transfer 
department. 


Buffalo—Merrill J. Campbell has been 
appointed assistant vice president of MA- 
RINE MIDLAND GROUP, INC. Former- 
ly an assistant secretary of the Marine 
Trust Co., Mr. Campbell returns to Buffalo 
after an absence of nearly three years spent 
mostly in Africa and India, where he super- 
vised Curtiss-Wright Corp. service groups. 


New York—wWilliard R. Brown has been 
appointed trust officer in the personal trust 
department, it was announced by Percy H. 
Johnston, chairman of the CHEMICAL 
BANK & TRUST CO. Mr. Brown is a 
native of Utah, and was graduated in 1934 
from the State University. He received 
an LL.B. degree in 1937 from Columbia 
University Law School, and the following 
year was admitted to the New York Bar. 
He has been admitted to practice before the 
United States Treasury Department and 
the United States Tax Court. Before join- 
ing the Chemical, he was associated with 
the law firm of Shearman & Sterling. 


New York—Dudley L. Parsons, public re- 
lations manager of The New York Trust 
Company and Editor of the Bank’s quar- 
terly publication, THE INDEX, for the past 
14 years, has been elected vice president of 
William E. Rudge’s Sons, public relations 
printers. He will assume the duties of 
general manager. Mr. Parsons, an alumnus 
of Massachusetts Institute of Technology 
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and of Columbia University, is a Director 
of the New York Financial Advertisers of 
which he was president in 1941, a member 
of the Committee on Public Relations of 
the New York State Bankers Association, 
and of the Senior Advisory Council of the 
Financial Advertisers Assn. Charles C. 
Hawley succeeds Mr. Parsons. 


New York—MANUFACTURERS 
TRUST CO. appointed the following as- 
sistant trust officers: William J. Cuddihy, 
Frederick G. Rudolph and Halmuth T. 
Swenson. All were associated with the 
bank’s corporate trust department for a 
number of years. 


New York—THE NEW YORK TRUST 
CO. has promoted James H. M. Ewart to 
trust officer. Mr. Ewart is a graduate of 
Yale University and Yale Law School. 


Utica—FIRST BANK AND TRUST CO. 
has made the 
following pro- 
motions: David 
T. Pyne from 
assistant trust 
officer to trust 


officer and 
head of the 
Trust Depart- 
ment; Eiddon 


L. Jones from 
assistant treas- 
urer to assist- 
ant secretary 
and_ assistant 
trust officer; 
A. Frank Rie- 
ber to assistant 

DAVID T. PYNE trust officer. 
Mr. Pyne succeeds George H. Norris, vice 
president and trust officer, who retired July 
1 and became chairman of the Trust Com- 
mittee. 





OHIO 





Akron—R. C. Parish, assistant trust of- 
ficer of FIRST-CENTRAL TRUST CO., 
has been promoted to vice president and 
trust officer in charge of the trust depart- 
ment. J. L. Collins was elected trust officer. 





Cincinnati—-CENTRAL TRUST CO. has 
made three appointments to its trust de- 
partment, as follows: E. Vance Clark, trust 
officer; Harry L. Gibbons, advanced from 
assistant trust officer to trust officer; Law- 
rence W. Selzer, assistant trust officer. Mr. 
Clark was formerly vice president and trust 
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officer of the Home National Bank, Brockton, 
Mass., and an examiner in the Seventh Fed- 
eral Reserve District. Mr. Gibbons previ- 
ously held executive positions in Cleveland 
and Columbus banks. Mr. Selzer was form- 
erly an auditor and had assisted in the tax 
department of the Central Trust Co. 


Cleveland—CLEVELAND TRUST CO. 
promoted Willard W. Wilson from trust offi- 
cer to vice president, and William E. Squire 
from assistant manager of the Estates Tax 
department to 
assistant trust 
officer. Mr. 
Wilson has 
been with the 
Cleveland 
Trust. since 
1932. He isa 
graduate of the 
Graduate 
School of 
Banking of the 
American 
Bankers Asso- 
ciation. Before 
entering trust 
work he was 
with the law 
firm of Cook, 
McGowan, 
Foote and Bushnell. He is president of the 
Associated Charities of Cleveland, and a 
member of the Shaker Heights Board of 
Education. During World War I he served 
overseas with the 32nd Division, A.E.F., as 
a first lieutenant in the Field Artillery. Mr. 
Squire is a member of the Hiram, Ohio, 
board of public affairs. He joined the bank 
in 1928 and was employed in various capac- 
ities in the Estates department. He was 
chief counsel of the American Institute of 
Banking. He is a past president of the 
Cleveland Trust Club, employee organiza- 
tion of the bank and its 45 branches. 


W. W. WILSON 


Toledo—Bartlett E. Emery, vice president 


and trust officer of the COMMERCE 
GUARDIAN BANK, has resigned, but will 
continue as a director. 
vice president since the organization of the 
bank in December 1931. 


OREGON 


Portland—E. J. Overman has been pro- 
moted from assistant trust officer to as- 
sistant vice president of UNITED STATES 
NATIONAL BANK. Mr. Overman, holder 
of a master’s degree in business admin- 
istration from Stanford University, has 
specialized along investment lines. 


He has served as . 


PENNSYLVANIA 


Philadelphia—Stanely E. Wilson, vice 
president of the CENTRAL-PENN NA- 
TIONAL BANK, retired on June 1 for 
reasons of health. He joined the bank as 
a junior clerk in 1907 and has been vice 
president since 1920. 

Philadelphia—Albert W. Whittlesey ad- 
vanced from trust investment officer to 
trust officer of the PENNSYLVANIA 
COMPANY. He will have supervision of 
the department dealing with custody ac- 
counts and investment advisory accounts, 
including the discretionary common trust 
fund. 


RHODE ISLAND 


Providence—Harry G. Bruns. has joined 
the trust department of the INDUSTRIAL 
TRUST CO., with supervision of trust in- 
vestments Formerly senior analyst and as- 
sistant trust officer of the Manufacturers 
Trust Co. in New York, Mr. Bruns had 
previously been with several investment 
firms and is a member of the New York 
Bar. 
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TEXAS 


Houston—Beverly D. Harris, president of 
the SECOND NATIONAL BANK since 
1932, has an- 
nounced his re- 
tirement and 
the election of 
L. R. Bryan, 
Jr., as his suc- 
cessor. Mr. 
Bryan, who has 
been chairman 
of the finance 
committee of 
the bank and 
vice president, 
has been with 
the bank since 
he returned 
from World 
War I overseas 
service as a 
Major. Mr. Harris will continue to serve the 
institution in an advisory capacity. 


L. R. BRYAN, JR 


TRUST INSTITUTION BRIEFS 


Phoenix, Ariz.—Victor H. Pulis, trust of- 
ficer of the Valley National Bank, was 
elected president of the CORPORATE 
FIDUCIARIES ASSOCIATION OF ARI- 
ZONA at the Association’s annual meeting 
recently. Other officers elected were: M. L. 


VICTOR H. PULIS 
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Hartley, Phoenix Title and Trust Company, 
vice president; George A. Hillier, Valley 
National Bank, re-elected secretary-treas- 
urer; Robert D. Walker, Valley. National 
Bank, executive committee for a three year 
term; and C. E. Van Ness, Arizona Title 
Guarantee and Trust Company, for a two- 
year term. 


Bristol, Conn. — Joseph Valentino, Jr., 
vice president and trust officer of the Bris- 
tol Bank & Trust Co., was elected president 
of the SUBURBAN BANKERS ASSOCIA- 
TION of Hartford County, at the annual 
dinner recently. 


Washington, D. C. — The District of 
Columbia Bankers Association elected as 
president at their 26th annual meeting, Sid- 
ney F. Taliaferro, vice president and trust 
officer of THE RIGGS NATIONAL BANK. 


Brunswick, Ga. — THE BRUNSWICK 
BANK AND TRUST COMPANY has con- 
verted into a national bank under the title 
of AMERICAN NATIONAL BANK OF 
BRUNSWICK, and has been granted trust 
powers under the Federal Reserve Act. 


Chicago, Ill. — CHICAGO TITLE AND 
TRUST CO. has purchased the 22-story Con- 
way Building at 111 West Washington 
Street, for $4,250,000 cash. “The structure 
will provide a means of meeting the ex- 
panding space requirements, ... for servic- 
ing an active building and real estate market 

. after the war,” according to Holman D. 
Pettibone, president. Occupancy of the 
building will probably coincide with the com- 
pany’s 100th anniversary, in 1947. 


Louisville, Kky—KENTUCKY TRUST CO. 
is now the new name of the Kentucky Title 
Trust Co. A former affiliate was the Ken- 
tucky Title Co., which was recently li- 
quidated. In view of the fact that the word 
“title” no longer had any significance for 
the bank, it was decided to simplify the 
name. Capital structure and business of the 
trust company are in no way changed. As- 
sets in the trust department have increased 
fifteenfold in the past 15 years, to $36 mil- 
lion. 


Winona, Minn.— THE MERCHANTS NA- 
TIONAL BANK has been granted trust 
powers under Section 11(k), Federal Reserve 
Act. 


Morristown, N. J—Frank D. Abell, pres- 
ident of the First National Bank, and pres- 
ident of the New Jersey Bankers Associa- 
tion, will become president and chief exe- 
cutive officer of the new FIRST NATION- 
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AL IRON BANK, formed by consolidation 
of the First National Bank and National 
Iron Bank. Kenneth W. Thompson, vice 
president and trust officer of the First Na- 
tional, will remain in unchanged official 
status in the new organization, as will Miss 
Gladys L. Stewart, trust officer of the Na- 
tional Iron. 


Newark, N. J.—John W. Kress, vice pres- 
ident and trust officer of Howard Savings 
Institution, was elected president of the 
NEW JERSEY SAVINGS BANKS ASSO- 
CIATION. 


New York, N. Y.—Col. Robert V. Lee, as- 
sistant treasurer of the CHEMICAL BANK 
& TRUST CO., now a member of General 
Eisenhower’s staff overseas, has been award- 
ed the Legion of Merit. 


New York, N. Y.—Charles C. Dunbar, as- 
sistant secretary of the FIDUCIARY 
TRUST CO., has been elected president of 
the New York City Bank Comptrollers and 
Auditors Conference, succeeding W. W. Cole- 
man, auditor of IRVING TRUST CO. George 
F. Butt, auditor of COMMERCIAL NA- 
TIONAL BANK & TRUST CO., was name 
vice president, and George Ehrhardt, as- 
sistant secretary of CENTRAL HANOVER 
BANK & TRUST CO., secretary-treasurer. 


White Plains, N. Y.—Andrew Wilson, Jr., 
president of the COUNTY TRUST CO., 
has been elected State vice president of the 
trust division of the A.B.A. 


Tulsa, Okla——M. M. Lawellin, trust offi- 
cer of FIRST NATIONAL BANK AND 
TRUST CO., has been elected State vice 
president of the A. B. A. Trust Division. 


Knoxville, Tenn.—Commercial Bank & 
Trust Company has changed its name to 
COMMERCIAL NATIONAL BANK and has 
been issued trust powers under the Federal 
Reserve Act. 


Houston, Tex.—Capt. Arthur H. Trum, who 
was granted a leave of absence two years 
ago by the SOUTH TEXAS COMMERCIAL 
NATIONAL BANK, has resumed his duties 
as assistant trust officer and assistant cash- 
ier of that institution. Capt. Trum has been 
in the finance corps of the U. S. Army for 
the past 18 months. His most recent as- 
signment was as finance officer at the Amar- 
illo Army Air Field. He has been relieved 
of active duty, transferred to the inactive 
list and returned to civilian life. 


Salt Lake City, Utah—Tracy Loan and 
Trust Company has changed its title to 
TRACY-COLLINS TRUST COMPANY. 
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Charlottsville, Va—Charles T. O’Neill, 
vice president and trust officer of National 
Bank & Trust Co., was elected president of 
the Virginia Bankers Association. P. W. 
Anderson, executive vice president and trust 
officer, Marshall National Bank & Trust Co., 
was named first vice president. 


Seattle, Wash.—At the close of business 
June 6, stockholders of the SEATTLE- 
FIRST NATIONAL BANK had purchased 
49,679 of the 50,000 shares of stock offered 
at $35 a share to stockholders. The balance 
has been subscribed for by other  stock- 
holders through the purchase of rights—all 
very gratifying to the management of the 
bank. A _ stock dividend of an additional 
50,000 shares of stock will be issued to 
stockholders of record as of June 6, on the 
basis of one new share for each nine shares 
then held. This transaction will increase 
the capital stock from $8,000,000 to 
$10,000,000 and gives the bank total capital 
of $21,587,00. Latest total resources pub- 
lished were over $528,000,000. 


0. 


Trust Division Nominations 


James C. Shelor, senior trust officer of 
the Trust Company of Georgia, Atlanta, has 
been selected chairman of the nominating 
committee to make recommendations for 
the annual elections of the-A.B.A. Trust 
Division. 

—————_0 


A self administered pension plan has been 
adopted by the Commonwealth and South- 
ern Corporation. Monthly pensions will 
range from $60 to $500. Bankers Trust 
Company of New York is trustee under the 
plan. 


FOR 
ANCILLARY ADMINISTRATIONS 
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Union Bank of L. A. Celebrates 
30th Anniversary 


The Union Bank & Trust Co. of Los An- 
geles, one of the leading independent bank- 
ing institutions of the west, celebrated its 
30th anniversary on July 1st. Under the 
leadership of Ben R. Meyer for over 27 
years, the bank 
has expanded 
from its mod- 
est beginnings 
with 63 = ac- 
counts,  total- 
ing $69,682, to 
its present po- 
sition with 
more than 
28,000 accounts 
and deposits in 
excess of $100,- 
000,000. Trust 
funds aggre- 
gate more than 
$38,000,000, un- 
der the super- 
vision of vice 
president A. L. Lathrop. 

“During these 30 years,” states Mr. Meyer, 
one of the bank’s founders, “the Union Bank 
has never deviated from its original policy 
of operating as a single unit, independent 
bank. We believe that personal service ... 
the easy availability of even the highest 
executives ... has been appreciated by our 
customers in times of prosperity as well as 
in times of distress.” 

The bank has 244 employees, more than 
650 stockholders (compared to the original 
three). Some of the stockholders are bank 
employees. The bank originally had two 
departments, savings and commercial. To- 
day it has all the customary banking de- 
partments including Trust, Foreign and 
Banks and Bankers. : 


BEN R. MEYER 


TRUSTS and ESTATES—July 1944 


Clarke Heads Ontario Trust 
Association 


H. A. Clarke, assistant general manager 
of the National Trust Company, Toronto, 
was elected President of the Trust Compan- 
ies Association of Ontario at its Annual 
General Meeting on May 11. Mr. Clarke 
succeeds O. E. 
Manning of 
The Grey & 
Bruce Trust & 
Savings Com- 
pany. Other 
officers elected 
for the ensuing 
year were: T. 
D’Arey Leon- 
ard, K:C., of 
The Canada 
Permanent 
Trust Com- 
pany, Vice 
President, and 
L. G. Good- 
enough, Sec’y.- 
Treas. 


H. A. CLARKE 


Mr. Manning pointed out the injustice un- 
der the Dominion income tax law of taxing 
annuitants receiving payments under wills 
and trusts. A committee of the association 
has been working on this situation with a 
view to obtaining corrective legislation. 


The importance of education of trust 
institution employees was stressed by Mr. 
Manning in connection with development of 
future officer personnel for the trust de- 
partment. As for relations with the pub- 
lic, he reported that a committee has 
recommended the inauguration of a co- 
operative radio campaign, supplemented by 
newspaper advertising, possibly over a five- 
year period. 
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INVESTMENT MANAGEMENT VS. TAX 
SAVING 


Past and Future Trends in Coordinated Planning 


CLINTON DAVIDSON 
President, Management Planning, Inc., Jersey City 


Mr. Davidson, as a pioneer in the professionalizing of Estate Planning, 
is widely known in the trust and insurance fields as founder of the former 


Estate Planning Corp. and of Fiduciary Counsel, Inc. 


He is author of four 


books on taxation and investment, and originator of tax recommendations 
embodied in Sec. 713 (f) I. R. C—Editor’s Note. 


STATE Planning came into being 
when the first trust officer talked 
across his desk and counseled someone 
regarding plans for a personal estate. 
As a coordinated and functional ser- 
vice, however, “Estate Planning” did not 
become a part of established economic 
phraseology until the writ- 
er joined the two words co- 
hesively when he organized 
the Estate Planning Corpo- 
ration in 1925 in Buffalo. 
For eight years prior to 
this time, the writer had 
observed various life insur- 
ance salesmen offer a lim- 
ited estate planning ser- 
vice, largely as an instru- 
ment which enabled them 
to sell more and larger life 
insurance policies. Obvious- 
ly, under this procedure, 
the results were not always 


CLINTON DAVIDSON 
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too satisfactory, insofar as the client was 
concerned. This was due to the fact that 
the life insurance salesman did not em- 
ploy an expert in tax law, another expert 
in wills and trusts, a tax accountant and 
an investment counselor; also, in many 
instances he had not acquired experience 
or business judgment nec- 
essary to correlate the work 
of these experts. He did 
have one major asset: the 
method and the ability to 
get action once the client 
had decided what should be 
done—along with his skill 
in presenting the special 
uses of insurance in estate 
creation and conservation. 


Search for Coordination 


ROM 1924 to 1929 hun- 
dreds of life insurance | 
men, who wanted to be es- 





tate planners and who recognized their 
limitations in this field, sought coopera- 
tive arrangements with trust companies 
whereby the trust company would fur- 
nish expert advice on the various subjects 
mentioned, and the life insurance man 
would furnish insurance advice and clos- 
ing facilities. This naturally produced 
better results for the estate owner than 
would have been secured by either one 
working alone and also resulted in in- 
creased trust and insurance business. 

We hoped to secure even better results, 
however, by having within one organiza- 
tion complete facilities for estate plan- 
ning. Therefore, in setting up the Es- 
tate Planning Corporation arrangements 
were made to employ, on a consulting 
basis, the best known tax lawyer, the best 
known estate lawyer and the best known 
accounting firm. The legal and account- 
ing advice referred to was not sought on 
a free or cooperative basis; it was not 
unusual for us to spend $20,000 or more 
per year for such services. 

Due to business experiences, including 
eight years in a trust company, it was my 
conclusion that no one man could qualify 
as an Estate Planner. The case of Mr. 
Charles illustrates the need for coordina- 
tion of the estate planning job. 


Many Advisers—Many Answers 


N the early 1920’s, Mr. Charles was 

worried about the inheritance tax that 
would be due at his death to about 20 
different States because the stocks he held 
were incorporated in those States. 

He discussed the subject with his at- 
torney who recommended forming a per- 
sonal holding corporation and transfer- 
ring all of his stocks to it so at his death 
he would own one stock instead of many. 
He was told that many of his friends had 
followed that procedure and it looked 
good to him. 

Three days later while in the trust 
company of which he was a director, he 
discussed the subject with the trust officer 
who objected to the corporation, saying 
that it was much easier to get in such a 
corporation than to get out. “Also,” he 
said, “You don’t want to be bothered with 
having a director’s meeting every time 
you want to make a move. I suggest 
that you create a revocable trust which 
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will not save Federal tax but will elim- 
inate the multiple State inheritance tax.” 

Several days later while talking to his 
security dealer he again discussed this 
subject. This friend said, “I wouldn’t 
do either one if I were you. Just give 
me the list of your securities and I will 
make suggestions for changes which will 
limit your stocks to companies incorpo- 
rated in States where no additional tax 
will be incurred.” 


Not a One-Man Job 


HE following week, while playing 

golf with his life insurance adviser, 
Mr. Charles told him this story. His life 
insurance friend said “The trust officer 
was right about not forming a personal 
holding corporation. You don’t want to 
get tied up for life in any corporation. 
The security dealer was right in advising 
you against the trust but he was wrong 
in advising you to limit your investments 
to corporations located in one or two 
States. Investments should be made on 
the basis of security of principal and 
yield only, and their quality should not 
be sacrificed merely for tax reasons. The 
thing to do is to estimate the additional 
tax required by these States, then buy 
that much additional life insurance and 
forget it. Paying the small additional 
premium is much better than taking the 
risks these men have suggested.” 

The interesting thing about these con- 
flicting recommendations is that each ad- 
viser was influenced by his training and 
environment. It was natural for the at- 
torney to think of corporations; he dealt 
in them every day. For the same reason 
the trust officer knew the advantages of 
trusts, the security dealer thought of 
switches in investments and the life in- 
surance man thought of insurance. This 
experience illustrates the advantage of 
having several viewpoints and it shows 
why no one man can be an estate planner. 


Early Use of Phrase 


E frequently said to clients, “You 
could, no doubt, if you chose to take 
the time, and if it were possible for you 
to get together in one room at one time, 
your trust officer, your attorney, your 
tax expert, your personal accountant, and 
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your insurance representative, do every- 
thing that we can do. We have found 
from wide experience, however, that busy 
men of affairs seldom do this. To the at- 
torney they. hand one task; to the trust 
company another; from their auditor 
they secure one set of figures; from their 
tax man, an opinion. Each may render 
competent service, and yet the estate not 
be protected. A coordinator is needed. 
The Estate Planning Corporation was 
formed to coordinate the advice which the 
average man of wealth received from 
these various sources, through an organ- 
ization containing experts on wills and 
trusts,. taxation, accounting and invest- 
ments. 


I have always had considerable respect 
for the phrase “estate planning” and have 
disliked seeing it used improperly. As 
far as I have been able to determine, this 
phrase was used exclusively by the Es- 
tate Planning Corporation from 1925 un- 
til 1928. Following our newspaper ad- 
vertising from 1927 to 1929, trust com- 
panies and subsequently life underwriters 
throughout the country began using the 
phrase. 


In the early thirties, many life under- 
writers styled themselves Estate Plan- 
ners on their letterheads, even though 
they lacked experience in practically 
everything required to qualify one as an 
estate planner, except life insurance. This 
had two effects. It cheapened the phrase 
and resulted in a loss of confidence in the 
one who used it. 


Investment Management the 
Focal Point 


ROM 1925 until 1929 the total wealth 

of the estates for which we prepared 
plans exceeded a billion dollars. During 
this period, I regret to say, we said very 
little about investment advice or invest- 
ment management and the trust officers 
likewise said very little about it. Trust 
company newspaper advertising at that 
period accented income tax savings, the 
value of a life insurance trust, the desir- 
ability of creating specific trusts for 
members of the family, etc. Such ad- 
vertisements said very little about the 
qualifications of the company as an in- 
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vestment manager. One reason for this 
was that the average man of wealth had 
seen his investments increase in value 
almost continuously during the twenties. 
He was convinced that he was an expert 
at managing his own investments and 
did not need a trust company for that 
purpose. 


During 1930 we came to the conclusion 
that investment management was the 
most important factor of estate planning. 
It was not unusual for an important 
business man worth several million dol- 
lars to find his wealth cut in half in 
1930, the remainder cut in half in 1931 
and the remainder cut in half again dur- 
ing the first half of 1932. The president 
of the Estate Planning Corporation 
stated in an article in Trusts and Estates 
that this was the most important thing 
a trust company had to sell or advertise, 
that it should be selected as executor or 
trustee not because it would save tax or 
because the estate owner liked some of 
the individuals connected with it but 
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solely from the viewpoint of protecting 
jone’s investments continuously for a gen- 
eration or more. Later on some trust 
companies used that theme almost exclu- 
Sively in their national advertising, a 
notable example being the Bank of New 
York & Trust Company. This type of 
advertising proved to be most profitable. 
Confirming this belief, we organized 
‘an investment counsel firm (Fiduciary 
Counsel, Inc.) early in 1931, and today 
are supervising approximately a half bil- 
lion dollars for between 85 and 90 emin- 
ent clients, many of whom are presidents 
of large corporations. This led to re- 
quests to serve their corporations also in 
an advisory capacity. 


Greater Shrinkage—Greater Need 


HE future for estate planning is ex- 

cellent. When this war is over those 
who have estates will realize that plan- 
ning and management will be more im- 
portant than ever before. Those who 
have witnessed large shrinkages in their 
estates during their life times, will recog- 
nize the need for conserving every dollar 
after death—they will recognize the 
necessity of skilled analysis and manage- 
ment of their estates. 


Estate planners, however, must be bet- 
ter qualified than ever before. Many of 
ithe mistakes of those who were estate 
planners in name only will be recognized 
by that time. The type of estate plan- 
ning which wealthy men will then de- 
mand will require experts in wills, trusts, 
taxation, also accounting experience, in- 
vestment management and life insurance. 


What part will tax saving play? Any- 
pne who will take the trouble to read the 


We believe that our Estate Planning 
Service can be of great assistance to men 
and women who wish to give their heirs 
the greatest possible protection. 


This service is available to all such and 
to their Attorneys. 


The Plainfield Trust Company 
Plainfield, New Jersey 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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newspaper advertisements of .trust com- 
panies and others that were engaged in 
estate planning or analysis.in the late 
twenties and early thirties will realize 
that securing a better tax position for 
the client was a large part of estate plan- 
ning at that time. Of course, only legal 
and ethical methods were used and all 
plans were those which could be openly 
presented to the revenue bureau for in- 
spection. Such things were considered 
proper everywhere at that time. On the 
other hand, it is not considered very pa- 
triotic during war to help people reduce 
their tax liabilities even though this is 
done properly. 


For some time after the close of the 
war, the need for tax revenue will be tre- 
mendous and there will still be the feel- 
ing generally that helping one reduce his 
federal tax liability is not patriotic. I 
have tried to point out, however, that es- 
tate planning need not and should not be 
based on tax saving. The most important 
factor in estate planning is and will be, 
investment supervision—protecting one’s 
capital against the investment hazards 
which have been multiplied by war con- 
ditions. I believe and hope that the field 
for estate planning will be most attrac- 
tive during the next ten years for, and 
only for, those organizations which are 
qualified to provide everything the phrase 
implies. 


Gross Trust Earnings Up 


Gross fees and commissions of trust de- 
partments of ingured commercial banks 
increased from $101,000,000 in 1942 to 
$105,000,000 in 1943, according to the re- 
cent report by Chairman Leo T. Crowley of 
the Federal Deposit Insurance Corporation. 
This 4% increase compares with an increase 
of 9.4% in total current operating earnings 
of the institutions covered and a rise of 
2.8% in total current operating expenses. 
Institutional net profits before dividends 
were $638,000,000, up 44.7% over the previ- 
ous year. 

—————_0 

Trust departments of state banking in- 
stitutions in Virginia had gross operating 
earnings of $389,599.72 for the year 1943; 
according to the annual report of the Bank- 
ing Commissioner. 
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HOW TRUST-INSURANCE 
COLLABORATION DEVELOPED 


FRANKLIN W. GANSE 
Ganse-King Tax Service, Boston; Co-Founder of Boston Life Insurance & Trust Council 


WENTY years and more of co-opera- 

tion between trust officers and life 
underwriters indicate that those who 
were originally so enthusiastic to bring 
it about made no mistake. 


The National Association of Life Un- 
derwriters appointed its first co-operative 
Committee at the 1924 convention. The 
chairmen of the two co-operative Com- 
mittees had a lot to do with the success 
of the original co-operative plans. They 
were Judge Thomas C. Hennings of St. 
Louis, of the trust officers, and Edward 
A. Woods of Pittsburgh, of the life un- 
derwriters, who was at the head of the 
largest life insurance general agency in 
existence. A great deal of our first co- 
operative proceedings centered in the 
annual conventions of the life under- 
writers and the mid-winter Trust Con- 
ferences. 


We also for a year or two went through 
the beginnings of the American College 
of Life Underwriters, and then soon came 
the depression years. Many of these in- 
fluences struck the trust officers just as 
strongly as they did the life underwrit- 
ers, and they undoubtedly deepened our 
common sympathy and interest. There 
is no doubt, also, that the success of the 
College of Life Underwrit- 
ers and the rapid growth of 
C.L.U.’s in all sections of 
the country increased the 
strength of our co-opera- 
tion. I have no means of 
checking this, but I am con- 
fident that many of the 
C.L.U.’s are active in the 
co-operative movement, and 
many of the members of 
Life Insurance and Trust 
Councils are C.L.U.’s. 


Broadening Objectives 


N the early years, say in 
1925 to 1929, much of 


FRANKLIN W. GANSE 


the co-operative talk and interest cen- 
tered on the volume of life insurance 
trusts being written by the Trust Com- 
panies. As I look back on those years, 
we were all specially interested in the 
extent to which the co-operative move- 
ment increased the amount of life insur- 
ance which was placed in formal life in- 
surance trusts, because that meant busi- 
ness for the trust companies and, though 
it might not be thought at first glance, 
business for the life underwriter because 
many of these trusts contained new busi- 
ness. 


The Chicago Convention of 1923 and 
the Kansas City Convention of 1925 were 
fine examples of the enthusiasm which 
greeted the formation of the Co-opera- 
tive Committees. At Chicago the life 
underwriters introduced the first of a 
number of notable trust officer friends, 
Mr. Merrell T. Callaway, then vice presi- 
dent of the Guaranty Trust Company of 
New York City. But the Kansas City 
Convention, after our Committee had got 
well started, came nearer to giving a 
proper picture of the lines of co-opera- 
tion that should be pursued, and the wide 
results that we ought to get with the as- 
sistance of trust officers; and the plan 
could be seen to broaden 
out each year from the 
mere idea of using a life 
insurance trust instead of 
the settlement options when 
that was necessary, to the 
broad purposes that the 
Life Insurance and Trust 
Councils now pursue. 

At the Convention Chair- 
man Woods showed a num- 
ber of slides bearing upon 
the inheritance taxes on es- 
tates of different size, the 
shrinkage in assets, and 
others on a subject of joint 
interest to life underwrit- 
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“Your booklet is one of 
the most _ constructive 
pieces of trust advertis- 
ing that I have seen in a 
long time.” 


The above is one of many en- 
thusiastic comments by trust 
officers about the new booklet 
*A Woman’s Financial Future.” 
We recently prepared it as part 
of a large trust company’s pro- 
gram for convincing women that 
they will benefit if their hus- 
bands place their estates under 
the trust company’s manage- 
ment. 


That trust company considers 
this one of its most profitable 
investments in trust advertising. 


New ideas—new ways to develop 
trust business—timely advertis- 
ing—all help to make Purse 
service an important factor in 
the business promotion plans of 
many banks and trust com- 
panies. 


Invite detailed information, 
without obligation. 
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ers and trust officers. These slides had 
been used in talks in different parts of 
the country by himself, Judge Hennings 
and other trust officers. 


The second session of this convention 
was presided over in part by Alexander 
C. Robinson, president of a Pittsburgh 
bank. A considerable number of Trust 
Officers from Kansas City and Missis- 
sippi Valley cities participated in the an- 
swering of questions. I had the honor of 
presiding during a part of that session. 
I was able to make one friendly gesture 
by assuring the audience (it was a very 
hot day) that the theater was consider- 
ably cooler than it was the day before, 
not because of the presence of the bank- 
ers on the platform, but because the man- 
agement had turned on a recently in- 
stalled contrivance called “air condition- 
ing.” 

Anyone who wants to know the real 
principles of the original co-operative 
movement between life underwriters and 
trust officers should read the account of 
these sessions; they will be found helpful 
even at the present time. There is no 
doubt some mistakes were made in those 
early years, and perhaps we made the 
mistake of pushing too rapidly for a 
large volume of life insurance trusts, but 
I doubt if any such idealistic plan as the 
co-operation of two entirely different 
groups of people, one of them lawyer- 
trained for a large part and operating 
quietly in harmony with that training, 
and the other a group of the most ag- 
gressive salesmen in the United States, 
has ever been formed which has done so 
well. 


The Council Movement 


E get a good idea of the purpose of 

the co-operative movement and of 
the real reasons for its lasting through 
a good many years in the statement of 
the object of the Boston Life Insurance 
and Trust Council, which was organized 
in May, 1930: “The object of the Council 
shall be to promote the interests of its 
members; to further the growth and 
scope of Life Insurance or Fiduciary 
business, and the service which both 
types of business can render to Life In- 
surance policy holders by internal co- 
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operation and understanding of the prop- 
er relationship which each type of busi- 
ness bears to the other and to the ‘clients 
of each and to the general public.” 


This branch of the movement is nearly 
fifteen years old. In its activities it goes 
far beyond the idea of co-operation back 
in 1924 and 1925. The Council move- 
ment is largely educational, and the two 
groups of men who constitute its mem- 
bers realize that in their estate protec- 
tion efforts they need all the knowledge, 
suggestions, and discussions they can get, 
and that to have associated with them a 
group of members in an entirely different 
line of business, but so nearly related to 
them in ultimate needs, is a distinct as- 
set. The interests and educational aspir- 
ations of the members are certainly much 
greater than in 1924. Tax savings alone 
require all the study that one can give, 
and to belong to such a group which is 
continually holding discussions on sub- 
jects of the utmost importance is an edu- 
cation in itself. 


Two Heads Better Than One 


HE early years of the co-operative 

movement were largely engaged in 
getting quantity. It took several years 
to develop the life underwriter’s activity 
in helping the trust officer to acquaint 
policy holders and prospects with the 
choice of a trust with the trust company 
as trustee. Remember that in 1924 this 
was a new idea, that the life underwriter 
could legitimately help the trust officer 
show the prospect there was more merit 
in a life insurance trust, particularly for 
a man of means, as compared with the 
options offered by Life Insurance. 


Now having got together and done a 
pretty good job at placing life insurance 
trusts, the two groups have learned that 
they may well work together in certain 
fields, particularly in the preparation for 
the enlarged duties which confront those 
of these two groups who have the duty 
of advising persons who are creating es- 
tates, whether of assets or life insurance, 
as to taxes and other pitfalls. 

I am sure the two groups will remain 
co-operative as long as they find that each 
of them can perform better service in this 
important field by working together than 
by going it alone. 
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New High in Trust Funds 


The receipt of new appointments, coupled 
with additions to existing accounts, resulted 
in a new high point of trust assets placed 


in our care. At this time we are admin- 
istering over 1200 separate accounts and, 
in addition, there are more than 1000 wills 
on file in our vaults. More than one-half 
of our active accounts represent revocable 
living trusts and managing agencies cre- 
ated for the purpose of obtaining invest- 
ment guidance, coupled with relief from the 
care and burden of property and securities 
management. 

All three of our commingled trust funds 
have shown small increases in unit value 
during the year. All three are invested in 
accordance with the Delaware prudent man 
investment statute. We feel that’ the peo- 
ple whose interests we serve are better pro- 


tected by this modernized statute than they 


could be under the antiquated and inflex- 
ible investment provisions of former sta- 
tutes. 


John B. Jessup, President, Equitable Trust Co., 
Wilmington, in annual report to stockholders, May 
15. 
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Financial and Banking Fublications— July, 1944 


Cleveland 
Crust Company 


THE BANK FOR, ALL THE PEOPLE 


CONDENSED STATEMENT OF CONDITION, JUNE 30, 1944 


ASSETS 

Cash on Hand andin Banks ...... $144,225,145.68 
United States Government Obligations 551,321,114.25 
Stock in Federal Reserve Bank .... 999,000.00 
State, Municipal and Other Securities 14,625,694.04 
Loans and Discounts ........ 245,124,661.83 
Banking Premises .......4.-. 4,648,018.00 
Other Real Estate .......2.-. 519,332.93 
Other Mesewmees 2 ow ct ttt el él 2,561,297.96 
Customers’ Liability on Acceptances . . 27,775.37 

WOM «ce eo @ $964,052,040.06 
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LIABILITIES 

Capital Stock . ... «ec ee $13,800,000.00 
Surplus and Undivided Profits . . . 10,799,191.05 
Reserve for Contingencies .... 2,178,504.88 
Capital Notes .. -««+««-ecee 11,000,000.00 
Retirement Fund for Capital Notes 2,500,000.00 
DEPOSITS 

Demand .....+++ + $401,046,661.89 

U.S.War Loan Deposits . , 195,290,510.48 

en 2 aa 6s «2 2 8 299,851,638.12 

Estates Trust Department . 16,066,726.48 

Corporate Trust Department 3,896,464.76 916,152,001.73 
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Accrued Taxes, Interest,etc. .....+++e-e 2,838,046.05 
Other Liabilities . . . 2.1. 2 eo ee ce ec ee @ © 4,756,520.98 
Acceptances Executed for Customers ..... ~ 27,775.37 

Ee «6 Sle 6 4-65e06 6 @ $964,052,040.06 


Contingent Liability on Loan Commitments—$37 654,416.57 


United States Government Obligations carried at $251,677 ,462.40 are pledged to secure U.S. War 
Loan Deposits and other public funds and for other purposes as required or permitted by law. 


We welcome in 1944 individuals and corporations 
seeking new or additional banking services. 


50 YEARS OF BANKING USEFULNESS 


46 Convenient Offices 


Out-of-town: 
Bedford + Lorain « Painesville + Willoughby 


Member: Federal Deposit Insurance Corporation 








ANSWERING OBJECTIONS TO COMMON 
TRUST FUND 


BALDWIN MAULL 
Vice President, The Marine Midland Trust Company of New York 


OR years trust departments have 

been concerned over their inabil- 
ity to make both ends meet in the 
handling of small trusts and those 
charged with bank policy have been 
concerned over the unwillingness of 
banks in larger cities to give trust 
service to an increasing segment of 
the public. The concept of the Com- 
mon Trust Fund was thought to pro- 


vide a solution to this problem; laws 


have been adopted in twenty-two 
states and regulations have been pro- 
mulgated by the Board of Governors 
of the Federal Reserve System and by 
state banking departments in order 
to permit the creation of common 
trust funds. There are now known 
to be twenty-four common trust funds 
in existence. 


In the State of New York, the problem 
of the small trust has been most acute. 
A statute was enacted seven years ago 
authorizing the establishment of a fund 
limited to legal investments but no action 
was ever taken under this law. Amend- 
ments to permit discretionary investment 
and to make the act more workable have 
been in force for a year, but the first 
fund under this amendment was started 
only a month ago. 


The Marine Midland Trust Company 
of New York has been the first to secure 


permission to form a discretionary com- . 


mon trust fund from the New York 
Banking Board, on May 3, 1944, and has 


now actually completed formation of the 
first such fund, on June 13, 1944. 


HE reasons of policy which led us to 
form the fund were: 


(1) Such a fund would benefit smaller 
trusts under our administration 
by improving their investment 
diversification and, in most cases, 
improving their yield. This should 
attract new small trust business. 


It offers an opportunity to show 
the public the results of our trust 
investment policy. The personal 
trust business is one of the few re- 
maining businesses which deal 
with other people’s money where 
there is no clear-cut accountability 
to public opinion, based on per- 
formance. 


We believe that such funds are 
bound to come into general use 
and, as a matter of policy, we 
would prefer to lead rather than 
lag. 


Trust officers in seven major cities of 
New York State were recently asked by 
Trusts and Estates to give the reasons 
why they had not formed funds, and their 
replies were summarized in the May is- 
sue. As a representative of the bank 
first taking action in this matter, I have 
been asked to comment on the eight prin- 
cipal reasons for the absence of a fund 
in New York, offered by these trust of- 
ficers. These eight reasons are listed in 
the headings which follow, in the ordér in 
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The Marine Midland Trust Company 
of New York 


announces creation of a 


DISCRETIONARY COMMON TRUST FUND 


First bank in New York to establish 
a fund for small trusts, under the 
State Banking Law. 


ERE IS A NEW SERVICE of special interest 
H and help to the person who wants to create 
a small trust fund—or who has to administer 
one. It gives investment benefits which were 
formerly available only to large trusts. 


This Common Trust Fund has been created 
for the investment of funds of trusts for which 
The Marine Midland Trust Company of New 
York acts as trustee or co-trustee. Participa- 
tion is limited to $25,000 from any one trust. 


Each separate trust which participates in the 
Fund will have an interest in the Fund pro- 
portionate to its investment. The primary rea- 
son for the creation of the Fund is to permit 
a wider diversification of investment for smaller 
trusts than has been possible in the past. By 
combining investments of many trusts into 
this one Fund, the Trustee can give to each 
trust a share in a broader list of securities than 
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would be possible in the separate trusts. The 
Fund will be limited to marketable bonds and 
preferred and common stocks suitable for 
trust investment. 


Constant attention by experienced Marine 
Midland trust and investment officers is assur- 
ance of proper supervision of the Fund. The 
Trustee makes no charge for its service except 
the fee received as trustee of the participating 
trusts. 


If you wish to establish a small trust, or if you 
are now administering one, or if you have a 
client who is interested, fill out and send in the 
coupon. You will receive the booklet which 
will tell you more about this Discretionary 
Common Trust Fund. 


Member Federal Deposit Insurance Corporation 
qreseeee soseceegercsozessevecesesseeveveveeenceretececesecees es enssneees 


The Marine Midland Trust Company of Mew York 
Trust Department, HT-1 

120 Broadway, New York 15, N.Y. 

Gentlemen: 


Will you please send me a copy of the booklet on 
your “Discretionary Common Trust Fund.” 
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Reproduction of ad run in New York newspapers, response to which has been 
good. A letter enclosing a booklet describing the fund was sent to members 
of the Bar. 
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which they appeared in the May issue, 
and my criticism or comment concerning 
each of the reasons follows the appro- 
priate heading. 


Expensive and Complicated Accounting 
Requirements under the State Law 


BELIEVE that the regular account- 

ings filed at the end of the first year’s 
operation of the Common Trust Fund, 
and every three years thereafter, will 
give the trustee full protection as to all 
investment matters reflected in the ac- 
counts since the last previous accounting. 
These accountings appear to be binding 
on the beneficiaries of the participating 
trusts, infant or adult, known or un- 
known, and also on co-trustees or others 
having a supervisory interest in the par- 
ticipating trusts. Even if for some un- 
foreseeable reason these accountings 
should not give a strict legal protection, 
they would certainly give the strongest 
moral and practical protection, as the 
trusts will all be small, the investments 
will be conservative and widely diversi- 
fied, the amount of any losses on market 
changes or mistakes in judgment should 
be small, and it is most unlikely that a 
beneficiary or a special guardian, or other 
person interested in a participating trust, 
would be able to prove any liability to the 
participating trust based on investment 
transactions in the Common Trust Fund 
which had been cleared in a court ac- 
counting of the Fund. ' 

As participating trusts terminate dur- 
ing the three-year wait between one Com- 
mon Trust Fund accounting and the next, 
the trustee can either account in the in- 
dividual trust, if there are special rea- 
sons for doing so, or can make delivery 
without an accounting and simply let the 
trust await the next Common Trust Fund 
accounting as to that part of the trust 
res represented by a participation in the 
Common Fund. Of course, the trustee 
would normally try to secure a receipt 
and release. 

It is true that the accounting proce- 
dure now provided by law will create an 
undue expense, chargeable against the 
Common Trust Fund, until the Fund 
grows to substantial proportions. We feel 
sufficiently assured of the growth of our 
Fund through later investments by our 
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present trusts and from the placement of 
new small trusts with us to be willing to 
run this risk. 

The regulations make it clear that the 
trust company can charge against the 
Common Trust Fund such reasonable ex- 
penses incurred by it in the administra- 
tion thereof as would have been charge- 
able to the participating trusts in separ- 
ate administration of such trusts. Thus 
it seems clear that special guardians’ 
fees and advertising and legal fees on 
accountings, and legal fees recurring in 
the administration of the Fund can be 
charged against the Fund. Possibly the 
cost of mailing of the auditor’s report 
(but not the printing) would have to be 
paid by the trustee itself. 

The citation requirements in an ac- 
counting seem very simple. 

Manpower 
UR bank, like all others, is hard- 
pressed to maintain all its operations 
on a satisfactory basis as a result of the 
manpower (and womanpower) turnover 
resulting from the war, but we still have 
been able to carry the work for our Com- 
mon Trust Fund to conclusion without 
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serious interruption of other work. It 
naturally has meant that a few of the of- 
ficers and staff have taken work home at 
night when studying: the literature of the 
common trust and the various problems 
which had to be solved, and also have 
occasionally worked under some added 
pressure during the day. However, with 
the Fund in operation, we believe that it 
can be handled by our present staff with- 
out any substantial increase in the 
amount of their work. 

Amortizations, Stock Dividends, etc. 
ANY small trusts will be excluded 
from the benefit of the Fund be- 

cause they require amortization of bond 
premiums or special treatment of stock 
dividends or other matters. 

We eliminated from consideration all 
trusts requiring amortization of bond 
premiums. The mechanical difficulties in 
distributing amortization among the par- 
ticipating trusts make it impractical to 
consider inclusion of trusts requiring 
this action. Even if a fund could be 
started without the inclusion of any pre- 
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mium bonds, the issues included in it 
which were priced near par would prob- 
ably soon climb to a premium. New par- 
ticipants would then, in effect, be buying 
a share in this premium. Thus, it is not 
possible to include trusts requiring amor- 
tization of bond premiums. Where amor- 
tization is optional, we consider that we 
can exercise our option in favor of no 
amortization upon including the trust in 
the Fund. Where amortization is pro- 
hibited the trust can be included without 
question. 


We also eliminated from consideration 
trusts requiring the distribution as in- 
come of all stock dividends or extraor- 
dinary dividends or of rights or the value 
thereof. However, it might be possible 
to include such trusts if the income bene- 
ficiary waived the right to receive such 
income, It would be theoretically pos- 
sible to include such trusts and then dis- 
tribute from the Common Fund to all 
participating trusts all such dividends 
and rights or the value thereof, as might 
be received by the Common Fund, and 
thereafter allocate this distribution with- 
in the participating trusts either to prin- 
cipal or income as their terms might re- 
quire. However, this would be highly 
impractical in operation. 


It certainly would widen the usefulness 
of Common Trust Funds if trusts re- 
quiring amortization and those creating 
special rights in stock dividends, etc. 
could be included. In view of the large 
number of items and wide diversification 
which should be found in a well-adminis- 
tered Common Trust Fund, it is obvious 
that any stock or extraordinary dividend 
or any offering of rights on a particular 
stock included in the portfolio would have 
only a nominal effect on the participation 
of any individual trust. Thus the failure 
to carry such rights to income from the 
individual trusts to the Common Trust 
Fund would not do any real damage to 
the interests of the beneficiaries of the 
participating trusts. If any reduction in 
income should occur for this reason, it 
should be more than offset by the bene- 
fits of inclusion in the Fund. Certainly 
the testators or settlors of trusts would 
not have expected to require the applica- 
tion of such special requirements in de 
minimis cases. 
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As to amortization, it is the rather gen- 
eral practice in New York City for corpo- 
rate trustees to include a reasonable per- 
centage of preferred and common stocks 
in larger trusts with full discretionary 
investment powers. Consider the trust 
where, for example, 50% is invested in 
bonds, 20% in preferred stocks and 30% 
in common stocks. Assume that the bonds 
were purchased at an over-all premium 
of 3% of principal amount, or 142% of 
the value of the trust. The fluctuation 
in the account as a result of loss of this 
premium of 114% is dwarfed by the pos- 
sibility, or probability, of fluctuation in 
value of the stocks and even of fluctua- 
tion in value of the bonds if they are 
long-term bonds and interest rates should 
move toward a higher level. Most of the 
high-grade long-term bonds available in 
the market are so long in maturity that 
the old expectation of holding a bond to 
maturity and thus, with the help of amor- 
tization, being sure of coming out even, 
can no longer be said to apply with full 
force. The only safeguard needed for the 
Common Trust Fund as a practical mat- 
ter is some limitation on the amount of 
the premium which the Fund could pay, 
for example 10%. 


I hope that the committees and officials 
interested in such funds will endeavor to 
formulate legislation which will offer a 
constitutional means to include trusts re- 
quiring amortization of bond premiums, 
special treatment of stock dividends, ete. 
It has been suggested that this could be 
done through legislation to the effect 
that, in these respects, participation in 
the Fund could be construed to be similar 
to the purchase of a share of stock. I be- 
lieve that it would be far more to the ad- 
vantage of such trusts to be included in a 
Fund than to have strict observance of 
these theoretical rights. 

Size Limit 

T naturally would make the fund more 

attractive to corporate trustees if the 
size limit could be raised from $25,000 to 
$50,000 or $100,000. This seems so rea- 
sonable that I assume that, in due time, 
a change in this direction will be made. 
But I should strongly oppose the recent 
proposal that the limit be $50,000 or 1% 
of the Fund, whichever is greater. This 
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would give an undue competitive advan- 
tage to the banks having larger funds. 


Investments 


T can very fairly be said that this is a 

hard time at which to start a Common 
Trust Fund because of the difficulty of 
finding satisfactory investments at rea- 
sonable yields. However, on looking back 
over the last few years, I do not recall a 
time when there were not serious difficul- 
ties in the choice of trust investments. 
At the low points in the stock market, 
doubts of trust investors have sometimes 
been greatest. Without purporting to be 
a prophet, I doubt that the near future 
will eliminate investment uncertainties. 
If we reach a time when we think that we 
can relax and enjoy the administration 
of trust investments with serenity, that 
is a time to beware. So we felt, in our 
bank, that we might better start our 
Fund now rather than wait for invest- 
ment uncertainties to be resolved. That 
time might never come. 

When the Fund is formed, investments 
in participating trusts are sold, the pro- 
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ceeds are transferred to the Fund and are 
then reinvested in the Fund. Whether 
security price levels are high or low, 
there should be a relatively even ex- 
change in this respect between the parti- 
cipating trusts and the Fund. 


Under today’s conditions very little 
would be gained by starting a Common 
Trust Fund limited to New York legal 
investments, unless the institution has a 
very large number of very small accounts 
which are themselves so limited. 


If a bond goes into default or a stock 
is not considered suitable for new invest- 
ment, it should be promptly sold or trans- 
ferred to a liquidating account. This isa 
matter for the judgment of the Trust In- 
vestment Committee. 


Any widespread unfavorable public re- 
action, from the required notice of orig- 
inal investment given to interested par- 
ties, would mean that the notice was 
given in an unsatisfactory form from the 
public relations point of view. 


Taxation 


HE income tax provisions concerning 

Common Trust Funds seem to be as 
simple as it is possible to make them, 
with fairness to all. If any existing trust 
would realize a profit or suffer a loss upon 
liquidating investments preliminary to 
entering a Common Trust Fund, which is 
disadvantageous from a tax point of 
view, then I should say that the trust 
should not be included as a participant, 
or should be included only as to proceeds 
of sale of other investments. Naturally 
the trustee will give due consideration to 
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the tax position of each trust before 
reaching a decision to include it. 


Two of the comments under this head- 
ing were made without regard to the 
1944 amendment to the statute. 


Compensation 


HE statutory rate of compensation 

for trustees under’ testamentary 
trusts has recently been increased and is 
certainly on a more commensurate basis 
than it was in the past, in relation to the 
operation of a Common Trust Fund. To 
await further changes may mean an in- 
definite delay in the advancement of Com- 
mon Trust Funds. So far as I remember, 
there has not been a time in a number of 
years when there were not either hopes 
or expectations of improvement in the fee 
schedule in New York. This condition 
of uncertainty may well continue for an 
indefinite period in the future. 


In testamentary trusts, or in voluntary 
trusts to which the testamentary scale of 
fees is applied, a part of the annual fee 
must be paid out of principal. This can 
be handled by withholding some small 
amount from the Common Trust Fund 
and either holding it in cash or investing 
it, in the participating trust, in a United 
States Government bond issue which can 
be broken down into multiples of $100. 
Principal fees can then be taken from 
the proceeds of sale from time to time 
of parts of this bond. Or, of course, units 
of the participating trust’s interest in the 
Common Trust Fund can be liquidated as 
needed in order to make the payment of 
fees. 


Valuation and Miscellaneous 


HERE are only two serious valuation 
_ difficulties which I see. One is in the 
treatment of mortgages, which we avoid 
by forbidding mortgage investments in 
our Fund. The other is the necessity for 
securing two written outside valuations 
of any securities which are not quoted 
on an exchange. This is simply a time- 
consuming nuisance for which no doubt 
arrangements can be made with security 
dealers or other experienced persons who 
are customers of the bank but it certainly 
does not constitute a major difficulty in 
administration. 
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Presumably trusts will not be placed 
in a Common Trust Fund if income is 
substantially reduced thereby, unless 
there were good investment reasons to 
cause the trustee to wish to liquidate the 
higher yield investment. It is often the 
case, as a practical matter, that high- 
yield investments of unsatisfactory qual- 
ity are held in a small trust for too long 
a time, and it may well be that the crea- 
tion of a Common Trust Fund will fur- 
nish just that additional incentive for 
the needed improvement of quality. But, 
in general, certainly no trust should be 
summarily liquidated for investment in a 
Common Trust Fund if the income return 
is to be reduced, unless for definite in- 
vestment advantages. Of course, invest- 
ment diversification is a real advantage 
to be given consideration in every such 
problem. But reduction of operating cost 
is not a reason. 


The requirement that the Fund may be 
used only for trusts established for bona 
fide trust purposes does not, to my mind, 
constitute a hazard to the trustee. The 
obvious purpose of the requirement is to 
prevent a Common Trust Fund from de- 
generating into an investment trust used 
by individuals, in effect, simply to take 
the place of investment advisory service. 
I cannot believe that there is any real 
risk that the entire tax exemption of the 
Fund would be jeopardized by any re- 
sponsible tax administration because of 
one or two mistakes of the trustee in de- 
termining what is, and what is not, a 
bona fide trust. 


There are certainly some trusts con- 
cerning which any publicity would create 
dissatisfaction among interested persons. 
These trusts should be known to the of- 
ficers charged with their administration 
and should not be considered for inclu- 
sion in the Fund. 


The Common Trust Fund would prob- 
ably not be available to trusts governed 
by the laws of other states, but this is no 
reason to refrain from starting a Fund. 
I see no reason why it should not be avail- 
able for trusts of residents of other 
states if the trusts are subjected to New 
York State laws. 


In summary, there seems to be no rea- 
son why any institution with an adequate 
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organization and_ sufficient business 
should not start a Common Trust Fund at 
this time if it believes that such a Fund 
is a good thing as a matter of principle 
and if it is willing to risk a moderate ex- 
pense for the development of the Fund. 


Wage Stabilization Manual 


Answers to complex problems involving 
wage and salary control are set forth in 
“What Your Bank Can Do About Wage and 
Salary Stabilization,” a 70-page booklet re- 
cently issued by the New York State Bank- 
ers Association. The booklet points out that 
wages and salaries are not actually frozen 
and that banks, and other employers, may 
make substantial increases providing the 
increases conform with the wartime rules 
governing payroll practices, but pay adjust- 
ments must be made according to the rules, 
because penalties under salary stabilization 
laws are severe. 


“Perhaps the most important feature of 
wage and salary stabilization is the need it 
creates for becoming familiar with your own 
payroll practices,” the booklet says. 


The booklet discusses the definition of 
wage and salary stabilization; general cri- 
teria for making pay adjustments without 
approval; how to set up payroll records; 
pay adjustments without approval under: the 
Treasury and War Labor Board; pay ad- 
justments which require approval under the 
Treasury and the WLB; securing WLB and 
Treasury approval on payroll policies; pay- 
ment of overtime under stabilization rules, 
and bonus payments with and without offi- 
cial approval. 
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TRUST COST STUDY 


T least 161—or almost 40%—of the 
411 trust and agency accounts being 
administered by 22 trust departments in 
New Hampshire, as of last June 30, had 
assets of less than $10,000, according to 
a report of the N. H. Bankers Associa- 
tion’s Committee on Trust Costs submit- 
ted by James S. Barker, assistant trust 
officer of the Indian Head National Bank 
of Nashua. Another 134 accounts— 
32.6%—were between $10,000 and $50,- 
000. These two groups, representing al- 
most three-fourths of the number of ac- 
counts, held, however, only $4,305,141 or 
21.5% of the total assets of $19,998,146 
being administered. 

This preponderance of small accounts 
—not confined to the smaller institutions 
—is cited as “‘one possible reason” for the 
fact that only six banks estimated they 
had made a profit for the year, and none 
made a substantial contribution to its 
bank’s earnings. Eight indicated a loss, 
while the remaining eight did not have 
sufficient information on which to base a 
conclusion. Executorships and corporate 
trusteeships were excluded from the 
study because it was felt that the former 
are profitable and the latter, being of a 
specialized nature and limited to a few 
banks, should be the subject of a special 
analysis. 

The following summary, based on data 
in the report, shows the breakdown by 
size of bank and of account. 


Assets and Number of Accounts 
$10,000-50,000 $50,000-100,000 Over $100,000 


Size and 
number of banks 
Under $100,000 (7) 
$100,000-$1,000,000 (8) 
Over $1,000,000 (7) 


$0-10,000 
$ 70,541 (15) $ 128,493 (6) 
154,141 (32) 428,827 (16) 
467,613 (114) 


3,055,525 (112) 3,206,811 (45) 


Although not requested, voluntary in- 
formation as to fees revealed that in- 
come commissions ranged from 3% to 6% 
of gross income. In some cases, in addi- 
tion to 5% of income there is a charge of 
1/5 of 1% of principal. Also, no fees 
were charged on charitable trusts. A 
number of banks have minimum charges 
of from $35 to $100. 


The Committee recommended that no 
statutory fee schedule be sponsored be- 
cause “the temporary advantages that 
might accrue are far outweighed by the 
permanent advantages of the flexibility 
inherent in the ‘reasonable fee’ system 
that now exists ... the present standard 
of reasonableness can be used to increase 
compensation.” A minimum fee of 6% 
of gross income was suggested—on old 
business as well, through agreement with 
grantors and beneficiaries—with addi- 
tional compensation for special situa- 
tions. “In some instances it may be pos- 
sible to use a fee based upon principal 
as well as income.” 


To increase the opportunities for new 
business, the Committee recommended 
that the Association sponsor legislation 
repealing the _ statutory’ prohibition 
against advertising for executorships 
and expanding the powers of corporate 
fiduciaries to include acting as adminis- 
trator. 


Estimated* 

Total* Profit Loss 
0 0 $ 236,340 (25) 2 1 

509,650 (8) 1,852,124 (10) 3,104,742 (79) 2 2 

9,927,115 (36) 16,657,064 (307) 2 5 








$692,295 (161) $3,612,845 (134) $3,716,461 (53) $11,779,238 (46) $19,998,146 (411) 6 8 


*The difference between the total and the sum of the other columns represents the accounts as to which 


there was insufficient information. 
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HE methods for the financing of 

credits under a pension plan are two 
—a group annuity contract or a trust. 
The trust, however, can in turn invest 
its assets: 


(1) in a group annuity contract, or 
(2) in a series of individual annuity 
contracts with or without supple- 
mental life insurance features, or 
in a series of other types of con- 
tracts issued by insurance compan- 
ies such as whole life contracts to- 
gether with related amounts of 
general market securities, or 

in general market securities for 
the period prior to retirement ac- 
cumulated on an actuarial basis to 
enable the purchase of annuity 
contracts at the time of each plan 
member’s retirement, or, finally 
in general market securities dur- 
ing both the period prior to retire- 
ment and after retirement. 


(3) 


(5) 


There are two fundamental concepts 
which must be borne in mind in making 


comparisons. One is the type of deferred 
annuity used, that is, whether it is com- 
puted on a single premium or on a level 
premium basis. On the single premium 
basis, full payment is made each year for 
the amount of deferred annuity accrued 
under the plan for that year’s service; 
the cost of the same amount of annuity 
for each surviving member increases each 


Digest of a paper presented by Mr. 
Gardner on April 3, 1944, at the Fourth 
War Conference of Controllers, sponsored 
by the Controllers Institute of America, 
published here through the courtesy of 
the Institute. 


year as that member’s age increases be- 
cause the period for interest accumula- 
tion is shorter. On the level premium 
basis, a partial payment is made each 
year on account of the total amount of 
annuity expected to be due at normal re- 
tirement date, each such year’s payment 
being equal in amount. In practically all 
cases, a group annuity contract uses the 
single premium basis, and an individual 
annuity contract uses the level premium 
basis, while the computations for a trust 
fund can be made on either basis. The 
trust fund computation can also be made 
on the level-percentage-of-payroll basis, 
which should not be confused with the 
“money purchase” formula for determin- 
ing pension benefits. Incidentally, unless 
specific mention is made of employee con- 
tributions to cost of benefits, reference 
to only employer contributions is intend- 
ed. 

The other of the two fundamental con- 
cepts is the matter of discounting in ad- 
vance for mortality before retirement, 
and also for withdrawal from service or 
severance. The latter involves “vesting 
rights” or “withdrawal equities.”’ While 
all annuity contracts and trust fund com- 
putations take into consideration mortal- 
ity after retirement, there are a number 
of ways of dealing with deaths before re- 
tirement and severances, disregarding 
for the moment Treasury Regulations: 
one method is to make contributions on 
the theory that all members will survive 
and continue in service and then to give 
the accumulated credit to the employee 
member upon severance or to his benefi- 
ciaries upon death; a second is to give 
that credit to the employer by reducing 
the amount of his next contribution; and 
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a third is to make allowance in advance 
for the number of deaths estimated to 
occur according to a mortality table and 
for the number of severances estimated 
to occur according to an experience table 
with adjustment for the actual experience 
of the particular employer. 


Practically all group annuity contracts 
are written on the basis of discount for 
mortality before retirement. An indivi- 
dual annuity contract is written on a 
basis that provides full equities and this, 
in pension technique, is equivalent to the 
assumption that the plan member whose 
life measures the contract, will survive 
and will continue in the service of the 
same employer to normal retirement age. 


Severance Considerations 


HE computations for a trust fund 

can be made either without any dis- 
counts or with discount for mortality be- 
fore retirement or with discounts for 
both mortality and severance. An insur- 
ance company will not discount in ad- 
vance for severances as that would be in- 
suring an item that is within the control 
of the employer. The choice between level 
or single premium methods and the 
choice of death and severance provisions 
can make a substantial difference in the 
amount of the initial contribution needed 
for a plan. That initial contribution will 
be smaller if a single premium basis is 
used than if a level premium basis is used 
and will be further reduced if deaths or 
severances are discounted in advance. 


The actuarial computations for a trust 
fund can be made so that the first con- 
tribution is higher than under either a 
group contract or individual contracts, or 
can be made so that the first contribution 
is lower by using a single premium basis 
and discounting in advance for mortality 
and severance before retirement. By 
varying the combinations of interest 
rates and actuarial tables, the difference 
between the largest amount for the first 
contribution can be 700 per cent or more 
of the smallest amount. Consequently, 
anyone making a comparison between the 
vehicles for financing benefits under a 
plan should do more than just look at the 
figures presented but must also look into 
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the normal trend for future contribu- 
tions. 

Furthermore, the benefits provided 
must be carefully examined for differ- 
ences. As one example, the usual group 
annuity contract provides a straight life 
annuity ceasing on death, while an indi- 
vidual contract is usually based on an an- 
nuity that will be paid for the life of the 
annuitant but in any event will be paid 
for a period of ten years if he dies before 
then. A group annuity contract ‘does 
provide for a joint and survivor option in 
a reduced amount of annuity but this 
option must be elected at least five years 
prior to normal retirement date if sub- 
mission of evidence of good health of the 
annuitant is to be avoided. As a con- 
trast, an individual contract usually car- 
ries a number of options, any one of 
which may be elected at any time prior 
to maturity of the contract; while the 
computations for a trust fund can permit 
even greater latitude in the choice of re- 
tirement payments, the only limitation 
being the requirement of actuarial equi- 
valence. 


Life Insurance Elements 


HE two fundamental concepts also 
explain the differences that occur in 
certain provisions of plans. For example, 
there are no benefits available upon 
deaths before retirement under the usual 
form of group annuity contract because 
discounts for such events have been taken 
in advance. One method used to supply 
death benefits is separately written group 
life insurance which, however, is usually 
written in amounts equal to one or two 
years salary at the most, and such an 
amount is smaller than the amount of the 
death benefit under an individual annuity 
contract. Group life insurance does not 
require physical examination and can 
cover all employees but it ceases upon 
severance of employment when the priv- 
ilege is granted to purchase permanent 
insurance without medical evidence of 
insurability but at the then premium for 
the then attained age of the particular 
employee. 
,The death benefit provided under an 
individual annuity contract is based pri- 
marily on the cash value or the premiums 
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paid. There may also be a temporary life 
insurance element for those who can qual- 
ify, which provides a minimum death 
benefit. This is written on a reducing 
term basis—as the death benefit repre- 
sented by the cash value increases each 
year, the insurance element correspond- 
ingly decreases until that element dis- 
appears. Incidentally, there is usually a 
lapse of time between the qualification of 
an employee as a member under a plan, 
and the issuance of an annuity contract 
to the trust. Consequently, provision 
should be made so that any death benefit 
during this interim is limited to the 
amount of the contribution on behalf of 
the particular employee rather than be- 
ing based upon any insurance element. 


The Treasury Department Regulations 
provide that the cost of this insurance 
element, being current life insurance pro- 
tection not of the group type, represents 
taxable income to the employee, subject 
to the provisions of the Current Tax Pay- 
ment Act. Wage and salary rules are 
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applicable, so that care must be exercised 
that the cost, on the one year term basis, 
does not exceed 5 per cent of the em- 
ployee’s other compensation, although in 
practice this can happen in only rare in- 
stances and at higher ages. In plans un- 
der which employees make contributions, 
provision may be made so that such con- 
tributions will be applied first to the cost 
of the insurance element but in that case, 
it may be that care should be exercised 
to avoid discrimination in the allocation 
of the employer’s contributions. This 
should not occur, of course, if the em- 
ployees contribute only the cost of the 
insurance element. 


In making the actuarial computations 
for a trust fund, discounts may be taken 
in advance for deaths before retirement 
or such discounts may be omitted, thus 
building up credits that would be avail- 
able upon the happening of such events. 
Such credits could be used to provide a 
death benefit to the employee’s beneficiary 
upon death before retirement or, subject 
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to compliance with the Treasury Depart- 
ment Regulations, could be left in the 
fund which would reduce the future 
amount needed from the employer as the 
next contribution. 


Credits on Severance 


NOTHER usual provision in a plan 
which is affected by the two funda- 
mental concepts is the one covering sever- 
ance of employment other than upon 
death or retirement. In that event, a 
group contract usually provides that a 
credit of the amount of reserve for the 
particular employee less a service charge, 
usually about 4 per cent, will be allowed 
to the employer provided that evidence 
satisfactory to the insurance company is 
submitted to show that such employee 
was in good health. The amount of the 
reserve thus available may be used, how- 
ever, for the credit of the employee, if 
the plan includes a provision granting 
“vesting rights or withdrawal equities.” 


The usual provision in the group con- 
tract requires a designated period of ser- 
vice or of membership in the plan, usually 
about ten years, after which the employee 
is entitled to a paid-up annuity beginning 
at the normal retirement age, based on 
total employer’s contributions to that 
date provided that his own contributions, 
if any, are left with the insurance com- 
pany. Incidentally, one of the changes 
required in connection with group an- 
nuity contracts in existence prior to 
September 1, 1942, in order to qualify 
with Section 165 of the Internal Revenue 
Code, is that an arrangement must be 
made to eliminate the possibility of the 
employer receiving any refunds in cash; 
such refunds must be applied to the next 
premium due. 


Under an individual contract, the cash 
value is available upon severance of em- 
ployment. In this case, the vesting 
rights clause may provide not only for 
vesting after the designated period of 
service, but also for partial vesting over 
a period of time upon a scale, such as 10 
per cent for each year of membership. 
Upon severance under a complete vesting 
clause, the contract can be assigned to 
the employee and if only partially vested, 
it can be assigned to the employee upon 
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payment to the trust of the proportion 
of the cash value due to the trust. On 
the other hand, the contract can be sur- 
rendered for cash and the amounts dis- 
tributed appropriately. 


The computations in connection with 
a trust fund can create a credit which 
would be available upon severance and 
which could be distributed to the em- 
ployee in the manner set forth in the plan 
or could be applied against future con- 
tributions by the employer. On the other 
hand it is only in the computations in 
connection with a trust fund that dis- 
count may be taken in advance for ex- 
pected severances and the taking of such 
a discount materially reduces the current 
contribution to the plan. 


Relating Credit to Salary 


GROUP annuity contract being writ- 

ten on a single premium basis will 
result in the use of average. salary as a 
measure for pension credits. In view of 
the normal desire to relate a pension more 
closely to the standard of living estab- 
lished during perhaps five or ten years 
immediately prior to retirement, the com- 
putations for a trust fund are often based 
on the average salary during the last five 
or ten years. The pension credits under 
a plan financed by individual annuity 
contracts, may be based upon average 
salary or final salary, and if the latter, 
consideration should be given to using the 
salary ten years before normal retire- 
ment date in order to allow at least that 
period to fund the cost, since under an 
insurance contract, the cost must be 
funded before payment of the pension 
begins. 


Increases and decreases in employee’s 
compensation are easily adjusted in a 
group annuity contract because it is writ- 
ten on a single premium basis and each 
year’s purchase is a separate transaction. 
Computations for a trust fund on the 
same basis can make the same adjust- 
ment. Such increases or decreases are 
recognized under a group annuity con- 
tract or under an individual annuity con- 
tract upon their occurrence, while the 
computations for a trust fund may antici- 
pate future changes in compensation. 
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TRUST OPERATIONS 


Past Service Credits 


N order that an annual contribution 

toward the cost of reasonable past ser- 
vice credits may be deductible from an 
employer’s taxable income, such contribu- 
tion may not exceed 10 per cent of the 
cost which would be required to complete- 
ly fund such credits “as of the date when 
they are included in the plan.” If 10 per 
cent is taken each year it will require 
about 11144 annual installments in order 
to fund 100 per cent as of the starting 
date. In this case interest at about 214 
per cent has been estimated. 


Where the financing vehicle is a group 
annuity contract under which premiums 
are computed on the “single premium” 
basis, a problem arises with respect to the 
allocation of, let us say, the first 10 per 
cent contribution for past service annui- 
ties. To allocate this contribution pro- 
portionately toward the purchase of an- 
nuities for all members who have past 
service credits, would not be feasible 
since disproportionately greater amounts 
must be allocated to those who are the 
oldest in order to enable them to retire 
with full pension credit. It has been cus- 
tomary to apply the employer’s past ser- 
vice contribution first toward the com- 
plete funding of the past service credits 
of those just about to retire, with the bal- 
ance, if any, of such past service con- 
tribution applied in some manner—either 
to the credit of all of the other past ser- 
vice annuity accounts or applied to the 
credit of some group who are relatively 
nearer retirement age. It has been indi- 
cated that this procedure might result in 
discrimination in favor of the older em- 
ployees who presumably would be more 
highly compensated or occupy supervisory 
positions and also that in the case of 
early termination of the plan, it would 
be possible for the past service credits of 
such older employees to be fully funded 
while no provision had yet been made for 
the other members. 


Present indications seem to be that, in 
the case of established group annuity 
contracts, if the oldest-first method of 
applying past service premium payments 
was adopted prior to September 1, 1942, 
ind if the employer has paid past service 
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premiums totalling at least 30 per cent 
of the single premium cost of all past 
service benefits, computed as of the date 
of the adoption of such benefits, the old- 
est-first basis of allocation may be con- 
tinued. There does not appear to be any 
indication as to what procedure should be 
followed in any particular case of a cur- 
rently issued group annuity contract. 


Where pension credits are financed by 
means of a trust with investments in in- 
dividual annuity contracts, and it is pro- 
vided that no retirements shall occur 
prior to the completion of ten years of 
membership under the plan, future and 
past service pension credits for each em- 
ployee can be computed as one amount 
and the payment by the trustee of a 
minimum of ten annual premiums will not 
result in funding the prior service credits 
over a shorter period than ten years. 

On the contrary, as to those members 
who are farther from retirement than 
ten years, it will require as many years 
to fund their past service credits as there 
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will be years between their date of entry 
into the plan and normal retirement date. 
Should, however, the employer wish to 
fund the past service credits for every 
member over approximately a ten-year 
period, it would seem to be necessary for 
the trust to hold two contracts on the 
life of each member; one contract being 
in the amount necessary to provide the 
pension resulting from the computation 
of expected future service credits and a 
second contract which would be in such 
an amount that, after ten annual pre- 
mium payments are made, it could be 
endorsed as a paid-up contract in a re- 
duced amount which would be the amount 
of pension benefit for past service pay- 
able from normal retirement date. 


Where pension credits are financed 
through an actuarial trust fund, the prob- 
lem presented by the oldest-first method 
under group annuity contracts does not 
exist because the actuarial computations 
can include a spread of the past service 
liability over ten or fifteen or any other 
number of years (preferably less than 
30) regardless of the fact that some of 
the members will retire prior to the ex- 
piration of the funding period. The rea- 
son for this is that the computations have 
as their aim the creation of a fund suffi- 
cient to pay the scheduled benefits in the 
future to those members of a class who 
survive the events of death, disability 
and other separation from service prior 
to the attainment of retirement age and 
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who cannot be identified prior thereto, 
so that there are no separate annuity ac- 
counts for individuals. 


“Look at All Three” 


HE differences between a group con- 

tract and individual contracts as pre- 
viously outlined are such that it would be 
difficult, under present Treasury Regula- 
tions as to discriminations in benefits and 
contributions, to have a plan financed by 
a combination of vehicles such as would 
be represented in covering the first $3,000 
or $5,000 of compensation under a group 
contract and compensation over the desig- 
nated amount under an individual con- 
tract trust. Such a method could be 
worked out by substituting a trust fund 
for either the group contract or the in- 
dividual contracts because the actuarial 
computations for the fund are sufficiently 
flexible to evaluate the benefits of either 
of the other vehicles. 


Other combinations are possible, as for 
example, a group annuity contract for 
future service credits and a trust fund 
for past service credits, or a trust fund 
prior to retirement and immediate an- 
nuity contracts upon retirement. Forms 
of individual insurance company con- 
tracts, other than the retirement income 
or retirement annuity contracts, can be 
used, as for example a straight life in- 
surance contract with a conversion fea- 
ture can be used in conjunction with a 
trust fund to provide the additional 
funds needed for the exercise of the con- 
version to annuity contracts for the 
members surviving to the time of con- 
version. 


A well-known automobile company 
formerly advertised “Look at all three 
before choosing.” This slogan can be 
appropriately applied to the subject of 
financing pension plans. Just as one au- 
tomobile company might stress certain 
advantages so may the vehicles for financ- 
ing credits under a pension plan stress 
certain points of difference but, whether 
it be automobiles or pension plans, it is 
better to have one of the vehicles than not 
to have any. 





THE TAX-APPEAL OF CORPORATE DEBT 


F. E. SEIDMAN 
C.P.A., New York 


ORPORATE debt was once con- 

sidered a good thing to “get out 
of and keep out of.” Now, because of 
taxes, the exact opposite may be true, 
for since the beginning of World War 
II, corporate debt has acquired “tax 
appeal.” The excess profits tax that 


then came into vogue accounts for 


this. 


The higher the capital investment, 
the higher the amount considered as 
normal profits and hence, exempt 
from tax. And “borrowed” capital is 
considered as part of the capital in- 
vestment. With current interest 
rates exceedingly low, an excess pro- 
fits tax rate of 95%, and an exemp- 
tion on invested capital as high as 
8“, it does not require a knowledge 
of differential calculus to figure out 
why debt has such advantage. 

Under the law every $2 of debt (evi- 
denced by note, bond, etc.) is considered 
as $1 of capital investment. A corpora- 
tion is entitled to consider 8% of the first 
$5,000,000 of its capital investment as 
normal, 6% on the next $5,000,000, and 
5% on the remainder. The net effective 
excess profits tax rate is 8542%, after the 
10% post-war refund. On the $40 exemp- 
tion (at the 8% rate) resulting from 
$1,000 borrowing, a corporation would 
therefore save $34.20 (8544% of $40) in 
excess profits taxes. 


Other Resulting Deductions 


UT savings on such borrowings can- 
not be measured by the excess pro- 
fits tax results alone. There are offset- 
ting income and surtaxes to pay. There 
is the little matter of interest to be paid 
on the loan, and, on the other hand, the 
tax deduction resulting from the interest. 
In order to give effect to all of these 
factors, the following table has been de- 
veloped, recognizing the interest rate 
paid on borrowings, that all of the 
interest is deductible for income tax pur- 
poses but only one-half for excess pro- 
fits purposes, the various rates of exemp- 
tion on capital investment, etc. 


Extent to which income and excess profits 
taxes reduce cost of borrowing for a corpor- 
ation that figures the profits exempt from 
excess profits tax by reference to the capital 
investment method. 


Rate of excess profits exemp- 
interest tion on capital investment 
on 8% 6% 5% 


borrowing the effective interest rate is 


Rate of 


-765* ° 
.393* 
.020* 
353 
-725 
1.098 
1.400 


.993* 
.620* 
.248* 
125 
498 
870 
1.243 


% 1.448* 
1.075* 
-703* 
.330* 
043 
373 
-788 


*Denotes rate of actual profit from borrowing 
because tax saved is greater than interest cost. 





Thus, a corporation that has an 8% 
exemption on its capital investment can 
borrow and afford to pay interest of from 
1% to better than 4% and get more than 
all of the interest back in tax saving. 
Even with an interest rate as high as 7%, 
the net cost is only about % of one per- 
cent. 


The Economic Rate of Interest 


O put it another way, the following 

table shows interest rates that corpo- 
rations with various rates of excess pro- 
fits exemption on capital investment, can 
afford to pay, without the interest cost- 
ing them anything, because of the related 
tax savings. 


Interest rate that 
can be paid 
without cost 


Rate of excess 
profits exemption on 
capita] investment 
8% 

6% 

5% 


In both of the tabulations it is assumed 
that the money borrowed is stagnant and 
yields no income to the corporation. If 
income is earned on the money borrowed, 
the results are even more favorable to 
the corporation than those shown by the 
tabulations. Treasury regulations pro- 
vide that borrowing of money merely for 
the purpose of padding capital invest- 
ment will not be recognized. But the 
savings do apply to borrowings in the or- 
dinary course of business. 


What has been said will apply to the 
general run of corporations. There is, 
however, one exception: corporations 
which benefit from the provision of the 
law that limits the over-all tax rate to 
80%. Suffice it to say that unless the ef- 
fect of the borrowing is to reduce the tax 
below the 80% limit, the savings do not 
apply. In fact, the tax might in some in- 
stances even be increased by borrowing. 


Under Prior Earnings Base 


NOTHER prescribed way for figuring 
the exemption is by reference to the 
earnings experience during 1936-39. 
Where this method is used, borrowed cap- 
ital does not enter the picture. However, 
the fact that interest paid is a deductible 
expense for normal tax, surtax and ex- 
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cess profits tax purposes, reduces the ef- 
fective interest cost of borrowing, as 
shown in the tabulation: 


Effective 
rate 


Rate of interest 
paid on borrowing 


1% 
2 


Thus, if a corporation that figures its 
excess profits tax exemption by reference 
to earnings experience, pays, we will say, 
a 3% interest rate on its borrowings, the 
actual cost is about 4/10 of 1%. 


One Incentive to Liquidate 


NE additional factor of corporate 

borrowing in relation to the excess 
profits tax is on the side of reducing in- 
debtedness rather than increasing it. Un- 
der the 1948 Act, the post-war credit of 
10% of a corporation’s excess profits tax 
is payable (without interest) from two to 
five years after the termination of war. 
However, instead of waiting until after 
the war, tax credit of 40% can be taken 
now of the amount a corporation reduces 
indebtedness during the year (evidenced 
by note, bond, etc.) below the amount 
outstanding as of September 1, 1942, or 
below the lowest amount outstanding at 
the end of any year ending after Septem- 
ber 1, 1942. (Not, of course, greater 
than the amount that the refund would 
otherwise be.) 

Under this arrangement, an incentive 
is given to liquidate debt and thereby 
reduce current payments of excess pro- 
fits tax. For example, a corporation has 
an excess profits tax for 1944 of $900,000. 
If, in 1944, there is reduction of $100,000 
in the principal amount of the specified 
indebtedness, then 40% of the $100,000 
applies against the $900,000 right away, 
and in turn, the corporation will get back 
$40,000 less after the war. That is, the 
excess profits tax would be reduced from 
$900,000 to $860,000, and the post-war 
credit reduced from $90,000 to $50,000. 

It is thus clear that borrowing or pay- 
ing off debt these days can considerably 
affect taxes one way or the other. 
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vided us a familiarity with their 
requirements and an organi- 
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COOPERATIVE TRUST 
INVESTMENT REVIEW 


NEW system for review of trust in- 
vestments has been adopted by the 
Suburban Bankers Association, a group 
of banks in Hartford County, Connecti- 
cut, excluding the institutions actually in 
the City of Hartford. Under the sys- 
tem, all the member banks submit to the 
Association’s Secretary a “master list” of 
the issues appearing in their trust port- 
folios. No individual bond or stock ap- 
pears more than once on this list, so that 
it merely gives a summarized picture of 
the issues in which they have a direct 
interest. The Secretary, in turn, runs all 
these lists together into an “Association 
Master List,” which shows every one of 
the recognized issues appearing in the 
holdings of the overall group of banks. 
This list is sent*to Standard & Poor’s 
Corporation of New York, and is entered 
on its master file. Mailings immediately 
begin to go forward to the Association’s 
Secretary with sufficient copies provided 
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so that he in turn can distribute them to 
the banks holding the issue. Background 
material consists of printed statistical re- 
ports on all recognized companies, giving 
summarized information on past earnings 
for a period of years, the expected future 
earnings pattern, financial condition, and 
the outlook for the industry and the com- 
pany. Such reports are revised about 
every three months. Then there are 
special processed bulletins including in- 
formation developed by S. & P.’s industry 
analysts and Field Staff. Part of this 
information never gets into printed form, 
and trust clients feel that they have a 
more detailed insight into the company’s 
affairs and prospects, due to their receipt 
and consideration of these additional 
facts regarding the company manage- 
ment, the results being achieved, the ad- 
ditional figures covering these results, 
the plans for coming operations and the 
expected future trend. The gradual ac- 
cumulation of the background material, 
along with these special reports, gives 
each bank a strong file on each of the 
companies in which they have trust in- 
vestments. Some of the material can be 
inserted in the trust committee minutes, 
as individual trusts holding the issues 
are reviewed. 


A special feature is the complete dic- 
tated review supplied at some time dur- 
ing the year on the full “Association 
Master List.” S. & P.’s trust analysts 
give complete views on each of the issues 
and future prospects, along with an opin- 
ion as to the suitability of the holding 
for trust investment, or ideas as to other 
issues that would be more suitable hold- 
ings for trust accounts. A _ reasonable 
inquiry privilege is provided, so that the 
members can obtain views on any special 
problems that arise in the handling of 
their trust investments. 


The charge to the Association is a few 
dollars per issue, on each of the com- 
panies included in the “Association Mas- 
ter List.” The charge within the Asso- 
ciation is split up, on the basis of the 
number of issues on which a bank is re- 
ceiving service. Due to this cooperative 
handling and sharing of the fee, the ex- 
pense to each member bank is very low. 





INVESTMENT POLICY 


COMMON STOCKS FOR TRUST INVESTMENT 


T. CLYDE McCARROLL 
Trust Officer, Guaranty Trust Company of New York 


TRUSTEE who has decided that at 
times he must buy common stocks 
for some trusts has to answer the ques- 
tions of what trusts, which common 
stocks, how much common stocks and, 
above all, when to buy and when.to sell. 
We would certainly limit the percent- 
age of common stocks held in our trusts. 
There is no formula that would tell us 
just what this should be. The percen- 
tage will depend on such factors as the 
background of the account and the wish- 
es of the trustor, requirements and tax 
position of the beneficiaries and the dif- 
ferent times that funds become available 
for investment. 


At the same time, there is perhaps a. 
little less reason today for distinguishing 
between accounts because of differing re- 
quirements of the beneficiaries. Former- 
ly, a beneficiary’s dependence upon in- 
come from a trust was a reason for mak- 
ing the income as secure as possible, but 
unless such a trust has just been set up 
with ample funds, the needs of the bene- 
ficiaries are quite likely to make invest- 
ment in stocks desirable despite possible 
fluctuations in income on the theory that 
it is better for the beneficiary to starve 
only once in every three years when busi- 
ness is bad than to starve all of the time 
on 214% bond yields. On the other hand, 
there are large accounts, which formerly 
were thought to be able to stand more 
common stock, which perhaps now should 
hold no more than is essential for diver- 
sification because high income taxes 
make holdings unattractive. Within the 
limits set by the costs of handling and 
difficulties of obtaining adequate diversi- 
fication, I see no reason, under present 
day conditions, to distinguish between 
small and large accounts. 


Despite the variations reflecting indi- 
vidual requirements in different accounts, 
after funds have been long enough under 
a trustee’s supervision, the account 


From address at Fourth Maine Bankers’ Study 
Conference, April 26, 1944. 


should reflect a general pattern or policy 
in the percentage of common stocks held, 
that is, a tendency of the individual per- 
centages to collect about a certain focal 
point. The opinion of each trustee as to 
what constitutes an appropriate percen- 
tage will vary a great deal with general 
economic conditions. It will also reflect 
the trustee’s experience with common 
stocks, his confidence in his own judg- 
ment, and the attitude of the Courts in 
his own state. 


What to Buy 


Just which stocks to buy is a matter 
which must be left to the judgment and 
discretion of each trustee after careful 
analysis of all the favor involved, but one 
or two general observations may be ap- 
propriate. There has been much talk in 
recent years of the qualifications of 
stocks as inflation hedges, whether it is 
because they have assets “in the ground,” 
customarily carry large inventories, or 
are heavily capitalized, or have low labor 
costs. Special characteristics like these 
may be of considerable importance in an 
extreme inflation of the German type in 
which the value of the currency was com- 
pletely destroyed, but studies we have 
made of the more moderate yet very sub- 
stantial inflation experienced in France 
during and following the last world war 
showed that it would have been wiser 
to make selections on the basis of the 
usual factors of management, growth, 
financial position, and general prospects 
than on the basis of any special charac- 
teristics. 


Coal mining stocks, for example, which 
have assets in the ground, did not do ex- 
ceptionally well and one company failed 
toward the end of the period. Iron and 
steel companies fared rather badly ap- 
parently because there was much excess 
capacity as a result of territorial redis- 
tribution. Building companies did well, 
apparently because of large volume of re- 
construction, and some textile companies 
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did well because of competitive condi- 
tions in the industry. There were a few 
examples of the benefit of high leverage, 
as in the case of the shares of the Bank 
of France, which multiplied many fold in 
value, but this was a special case, and 
there was at least one instance of heav- 
ily capitalized private company which 
actually failed during the period of in- 
flation. Strangely enough public utility 
stocks, which are supposed to be handi- 
capped from inflation by regulated rates, 
did very well in France after a bad spell 
at the start because means were found 
of hitching the rate structure to the gen- 
eral price level so that a favorable growth 
and leverage in capitalization resulted in 
a multiplication of earnings for the com- 
mon stock. However, under political con- 
ditions here, it would be somewhat opti- 
mistic to expect a repetition of this per- 
formance in the event of inflation here, 
although it is not outside the range of 
possibilities. 

In other ways, too, it is necessary to 
beware of arbitrary classification of se- 
curities, and to examine the factors on 
which the classifications are based. One 
Eastern oil company, for example, is 
tagged as a “peace” stock because its 
operations were badly affected in the 
phase of successful submarine attacks on 
our shipping. Actually, the company 
operates in a very competitive territory, 
and once that the flow of oil to its refin- 
eries was restored, it has been doing 
much better under wartime conditions 
than it customarily did in peacetime. 
Similarly, the copper and steel stocks are 
considered by many as “war babies,” but 
there is accumulating a large deferred 
demand for products containing these 
metals in this country, and large areas 
of the world are being stripped of inven- 
tories of such products. Some of these 
companies are in a very strong financial 
position, and it is necessary to consider 
carefully, therefore, whether current 
market prices for these stocks do not re- 
flect rather fully the uncertainties ahead. 


In general, the stocks that we are look- 
ing for are those which can be expected 
to do reasonably well during the remain- 
der of the war period, and are developing 
prospects of post-war markets by reason 
of curtailed production for peacetime 
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needs. Typical examples are the automo- 
bile companies and the rubber companies, 
but there is really a considerable list of 
industries which, in varying degrees, also 
fulfill these requirements. Tobacco com- 
pany stocks are worth close scrutiny as a 
group, which has been depressed by war- 
time regulations and may do a good deal 
better when relief from taxes and price 
ceilings is obtained. The stocks of oper- 
ating public utility companies are also 
worthy of consideration since a number 
of the latter yield 5% to 6% on earnings 
that seem well within the limits of a rea- 
sonable return on sound book values. 
Mutual agreement on what constitutes 
sound book value should operate to stabi- 
lize earnings as well as to limit them. 


When to Buy 


The question of which stocks to buy is 
closely tied up with the thought of when 
to buy, which frequently may be even 
more important, and as capital can only 
be withdrawn from common stocks by 
selling, it is necessary to be on the look- 
out for opportunities to sell. It certainly 
is not necessary to try to make any of the 
small swings in the market, but it is 
necessary to do considerable selling on 
the few occasions when stocks appear ex- 
horbitantly priced, because speculative 
excesses in one direction are usually fol- 
lowed by excesses in the other. If we 
don’t sell when we can, we are apt to have 
to carry stocks at losses for a consider- 
able period, and it is precisely because 
many of us have not been too good at sell- 
ing that it is all the more important for 
us to consider carefully the market value 
obtained when we buy. 


In the past some comfort has been de- 
rived from the thought that the long term 
upward trend in common stock prices 
would rectify mistakes in timing. I would 
hesitate to say that this growth will not 
continue, but fluctuations during the last 
15 years have been so wide that it might 
take a long time to correct a serious de- 
preciation if the timing is wrong. 


Comparative Prices and Yields 


At present industrial stock prices as 
measured by the Dow-Jones averages are 
approximately at the middle of the range 
for 1935-39, somewhat nearer the low 
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than the high, but in the whole period 
from 1935 to date the averages have been 
below, the present level in a few more 
months than they have been above it. The 
average yield at 1943 dividend rates is 
about 5.15% for the stocks included in 
the Dow-Jones Industrial Average. This 
is a little, but not much, higher than the 
average yield for a wider group of indus- 
trials. It is interesting to note that 
average dividends paid in the entire pe- 
riod 1929-43—including, as it did, both 
boom years and depressions—is equiva- 
lent to 4.65% on the current price of 
136.54, and that in the year of the lowest 
dividends—which was 1934 and not 1932 
—the average dividend was equivalent 
to 2.38% on the present market price. 
This is pretty close to the yield on Gov- 
ernment bonds and only 13% below the 
yield on high grade corporates. The ex- 
perience of the Dow-Jones Industrials is 
probably a little better than the general 
experience of industrials because there is 
included among these thirty stocks Amer- 
ican Telephone & Telegraph which is 
more properly classified as a public utility 
and was able to get through the depres- 
sion without reducing its dividend at all. 
However, there is a surprisingly large 
number of companies that paid dividends 
right through the depression. 


Considered in another way, the aver- 
age yield from a comparative list of about 
300 industrial common stocks is about 
50% higher today than the yield from 
high grade rail bonds which now stands 
at 3% compared with 2.74% for Moody’s 
AAA average. We have used the yield of 
rail bonds as a standard of comparison 
because in the greater part of the period 
covered it seems to represent best the 
general movement of high grade bond 
yields. From this comparison it appears 
that in the entire period from 1900 to 
1940 stock yields averaged 18% above 
high grade bond yields; and that they 
were only 2% higher on the average in 
the decade of the 20’s. In the last five 
years, consisting principally of war 
years, stock yields have averaged 85% 
higher than bond yields and at present 
are 50% higher. The present ratio of 
150% has been exceeded in this century 
only in 1917 and in the current war pe- 
riod. If dividends remained unchanged 
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Commodities 


Consider these facts: 


"er extensive commodity 
contacts, supported by 
our broad wire service, plus 
the fact that sixty of our 
eighty-five offices are located 
in territories where commod- 
ities are either grown or proc- 
essed, enable us to gather 
pertinent information on any 
commodity quickly. 

Further, we maintain a 
specialist in each commodity 
who is in a position, due to 
his experience and knowl- 
edge, to interpret the mean- 
ing of such information. 

Next time your bank or 
one of its customers wishes 
expert commodity service, 
why not get in touch with 
either our home office, 70 
Pine Street, New York, or 
another of our offices nearer 
your own location. We will 
be glad to cooperate in every 
respect. 


MERRILL LYNCH, 


PIERCE, FENNER & BEANE 


Underwriters and Distributors of 
Investment Securities 


Brokers in Securities and Commodities 


70 PINE STREET 
NEW YORK 5, N. Y. 


Branch Offices in 85 Cities 
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it would take a rise of about 35% of stock 
prices to bring the ratio back to the level 
prevailing for 1922-1928, or else a corre- 
sponding rise in bond yields. A rise of 
35% in bond yields would be approxi- 
mately the same as the rise in interest 
rates during and after the last war. Be- 
fore concluding that stocks are reason- 
ably priced because of these comparisons, 
it is well to remember that on this basis 
stocks have been undervalued in all of the 
past five years, and that in part of this 
time they were undergoing a rather sub- 
stantial decline. Stock yields are high 
relative to bond yields in wartime, per- 
haps because of the ephemeral nature of 
wartime earnings but there is no reason 
to believe that the spread will not narrow 
again when war is over. 


Immediate and Further Outlook 


As a matter of fact, the outlook for 
earnings in the remainder of the war pe- 
riod and at the time of reconversion to 
follow is not particularly bright. Indus- 


trial production is probably at its peak 
and some decline after Germany’s defeat 


is taken for granted, with some further 
decline after the surrender of Japan. 
Profit margins are already being 
squeezed between rising labor costs and 
regulated prices, and do not seem likely 
to expand much in the period ahead of de- 
clining production. Of course, any de- 
cline in earnings would have relatively 
little effect on the net available for divi- 
dends until the excess profits tax base 
was reached. Furthermore, many com- 
panies have been charging reserves for 
contingencies against earnings and may 
be willing to reduce such charges in the 
period ahead. Probably, too, some of the 
losses incurred may be charged against 
such reserves, so that the outlook does 
not appear too bad even though the trend 
may be downward. The trend of earn- 
ings, however, need not be the principal 
factor in determining the immediate 
trend of stock prices. Whether stocks go 
up or down will depend a great deal upon 
the development of views about post-war 
profits and inflation and perhaps also in 
good measure by political developments. 

Looking somewhat further ahead, it 
would seem that there is considerable as- 
surance of a good market for manufac- 
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tured goods for a while following the 
post-war transition. It is probable also 
that there will be less Government con- 
trol than at present and also lower taxes. 


ENGLISH FAITH — AMERICAN 
FEAR 


Stock market traders in London pushed 
prices to new highs for the entire war. The 
London Financial Times’ index of industrial 
stocks for May 13 was only 13 points un- 
der 1936’s all-time top. U. S. stocks were 
still under last year’s relatively depressed 
levels. 

Perhaps the main reason for the effer- 
vescence of London markets is the complete 
lack of a capital gains tax. Although stiff 
British income taxes limit individual in- 
comes to about $20,000 a year, there is no 
tax on speculative profits. Hence British 
markets play a lively tune as rich and poor, 
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traders and investors attempt to supple- 
ment their incomes with capital gains. 

Another reason is that in Britain divi- 
dends are not taxable. In the muddled U. 
S. tax system, the company pays taxes once 
and stockholders must pay on any divi- 
dends. 

British shareholders continue to have 
complete and unshakable faith in their 
country’s credit and currency. While the 
U. S. indulges in profligate dreams of re- 
habilitating the world, the British Govern- 
ment is wary of vast, costly, idealistic 
schemes which rebuild anything except 
Britain. 

But far deeper and more significant are 
the basic differences in Government atti- 
tude toward business and businessmen. The 
ever present, three-cornered struggle 
among U. S. labor, management and gov- 
ernment is hardly a favorable atmosphere 
for business. 


From May 24th issue of Investor’s Read-r, pub- 
lished by Merrill Lynch, Pierce, Fenner & Beane. 
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Foreword 


VERY trust institution already has, 

or sooner or later will have, in its 
trust accounts shares of stock of corpo- 
rations, as to the voting of which it has 
certain duties and responsibilities. 


Every trust institution, therefore, 
should have definite policies and proce- 
dures with respect to voting such shares 
of stock. It is well understood that all 
trust institutions cannot and need not 
have identical policies or procedures in 
this respect. However, it is thought that 
some measure of uniformity is both de- 
sirable and practicable. 


The Committee on Trust Policies of the 
Trust Division of the American Bankers 
Association offers the following state- 
ment to the trust institutions of the 
United States for their consideration in 
formulating their own policies and pro- 
cedures as to voting shares of stock held 
in trust accounts. 


Article I. As to Voting 


It should be the general policy of a 
trust institution to vote rather than not 
to vote the shares of stock it holds in 
trust accounts. If it does not vote the 
shares, it should have a satisfactory, 
positive reason for not voting. 


Article II. Voting in Person 


Its general policy should be to vote the 
shares in person—that is, through one 
of its directors, or responsible staff mem- 
bers—when (1) it owns a majority of 
the stock of the corporation or (2) al- 
though it does not own a majority, it is 
important to the beneficiaries that the 
shares of stock be voted and it is impos- 
sible for the trust institution to know in 
advance of the stockholders’ meeting 
what matters are to come up or before 
the meeting to obtain the necessary in- 
formation upon which to base its decision 
how to vote. 





A STATEMENT OF POLICIES FOR VOTING SHARES OF 
STOCK HELD IN TRUST ACCOUNTS 


Approved by the Executive Committee of the Trust Division of the American Bankers Association 









Article III. Voting by Special Proxy! 


A trust institution should vote the 
shares of stock by special proxy only 
when (1) it knows beforehand what mat- 
ters are to come up and (2) it is supplied 
with information sufficient to act upon 
in reaching a decision as to voting on the 
issue presented. 


Article IV. Voting by General Proxy? 


A trust institution should limit the use 
of the general proxy to the following 
combination of situations: (1) when it 
has clear authority to vote the given 
shares by general proxy, (2) when it has 
confidence in the management, and (3) 
when only routine, non-controversial mat- 
ters are expected to be voted upon. 


Article V. Voting by Proxy Signed 
in Blank 


A trust institution should not sign a 
proxy in blank. Although it is a case in 
which it is proper for it to vote by gen- 
eral proxy and although only routine 
matters are to come up, it should fill in 
the name of a proxy. 


Article VI. Right of Substitution 


A trust institution should not give its 
general proxy the right of substitution,* 
and if such right is given in the printed 
form it should be deleted. 


1. A trust institution votes shares of stock by 
special proxy when it authorizes some person, 
whether a member of its staff or a third person, 
to attend the stockholders’ meeting and vote as 
instructed by the trust institution and he at- 
tends the meeting and votes the shares as in- 
structed. 


nw 


. A trust institution votes shares of stock by gen- 
eral proxy when it authorizes a representative 
(other than one of its own directors or officers 
or staff members, who votes in person) to attend 
the meeting and vote the shares as his judgment 
dictates and he attends the meeting and votes 
the shares. 


oo 


. An exception to this general policy may be jus- 
tified in a case in which both the proxy and his 
substitute are selected by the management of 

the corporation. 











Procedures 


A trust institution should have definite 
procedures as to voting shares of stock 
held in trust accounts, including proce- 
dures for receiving, considering, decid- 
ing and recording decisions, executing 
proxies, and voting in person. The Com- 
mittee on Trust Policies, therefore, 
makes the following suggestions: 


1. That each trust institution take 
steps to determine definitely its policies 
and procedures as to voting stock held in 
trust accounts. 


2. That in doing so it consider the 
foregoing statement of policy. 

3. That, in laying’ out its procedures 
as to voting shares of stock in trust ac- 
counts, care be taken to provide for the 
exercise of group judgment based upon 
collective information. 

0 

Trust department gross earnings account- 
ed for 3.1% of total earnings in 1943 of 
Federal Reserve member banks in the Tenth 
District. 
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MORTGAGE INTEREST RATES—Mort- 
gage interest is not all profit. Making and 
servicing mortgages entails a large amount 
of work for keeping records, making ap- 
praisals, negotiating and servicing. In ad- 
dition, there are apt to be unforeseen 
losses. The expenses of acquisition and 
losses on foreclosed real estate must be 
reckoned with. There is a minimum in- 
terest rate below which it does not pay to 
put money in mortgages. 


“At the present time, long term govern- 
ment bonds yield 24%. High grade long 
term industrial bonds yield 2%% to 3%%. 
These securities are readily marketable and 
there is very little expense in handling this 
type of investment. Surely a considerable 
spread is necessary between the return on 
mortgages and the return on bonds, if the 
extra expenses and risk are to be covered 
and a fair profit obtained. It would not be to 
the community interest to drive mortgage 
interest rates down to a point where money 
would be turned away from the mortgage 
market. 


George C. Johnson, Treasurer, The Dime Savings 
Bank of Brooklyn. 
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LEVELING WEALTH 


Proposed Tax on Remainders Would Affect Close Corporations 
and Reduce Tax Base 


J. BLAKE LOWE 


Publisher of “Taxes and Estates,” Baltimore, Md. 


HE individual is living not only dur- 

ing a history-making war but in a 
period of apparent revolution—social, 
political and economic. In that period 
will the owner of property (the taxpay- 
er) be just a memory of the past or a 
mirage of the future? This is not mere- 
ly a hypothetical and ominous question 
but very real and current. The answer 
is important to both the Government and 
the property owner. It appears safer, 
therefore, to face the facts than to bury 
one’s head in the ground, like the prover- 
bial ostrich, and obtain a feeling of tem- 
porary security. 


Wealth is leveled not only by the rates 
of tax but by the types of tax and changes 
in the fundamental principles of taxation. 
A tremendous increase in tax rates in a 
war era is inescapable. In addition to 
increased rates, however, it is only nat- 
ural that the Government seek new 
sources of income and that new taxes will 
be imposed during war when the demand 
for Federal funds is at a peak. 


Tax Upon Termination of Life Estate 


INCE 1916, the Federal estate tax 
has been commonly accepted as a leg- 


Reprinted from Banking, May 1944. 


itimate tax on the transfer of property. 
If A dies and leaves his estate outright 
to his wife, and she survives her husband 
by five years, then dies, the property is 
subject to another Federal estate tax 
upon her death. If, however, A leaves 
his estate in trust for his wife, there is 
no second tax upon her death. Vast sums 
have been left in trust in order to (1) 
protect property for the benefit of widows 
and children, (2) provide conservative 
and reasonable or regulated distribution 
of income, and (3) avoid a second tax 
upon the same property. 


In England, however, an estate which 
is left in trust is taxed again when it 
passes to others upon the death of the 
life beneficiary. The application of a 
similar tax is now under consideration in 
this country. Because it affects thou- 
sands of property owners, because it 
minimizes the incentive to produce or 
provide security and because, as an ex- 
tension of the wealth leveling program, 
it is a double tax which abrogates one 
of the fundamental principles of taxa- 
tion, it bears careful examination not 
only by the taxpayer but by the Govern- 
ment empowered to tax. 
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The Owner of a Close Corporation 


N this country there are thousands of 

close corporations which give employ- 
ment to hundreds of thousands of people. 
A great many of these companies have 
developed from a very modest beginning, 
have succeeded as a result of free com- 
petition and competent management and 
are producing a service or product in 
volume at low unit cost. Each of these 
corporations is owned by either one indi- 
vidual or by a small group of individuals. 
Meeting the ultimate estate tax which 
will be imposed on their valuable but non- 
marketable stock is one of the major 
problems confronting such property own- 
ers. Consider, for example, the case of 
A who is the sole owner of the XYZ 
Corporation. 


A is 60 years of age. He has a wife 
and two adult sons, both of whom are en- 
gaged in the business with him. In 1936, 
the estimated value of A’s business was 
$250,000. In addition, A owned $50,000 
life insurance which was purchased pri- 
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marily for the purpose of meeting his 
Federal estate tax and for providing suf- 
ficient liquidity to settle his estate and 
protect his business for the benefit of his 
wife and children. In 1936, the gross 
Federal tax upon A’s estate would have 
been $28,600. 


During the past seven years, the com- 
pany has continued to prosper but expan- 
sion has absorbed a large part of the 
profits which have been reinvested in the 
business. Although the estimated value 
of the XYZ Corporation is now $350,000, 
the owner, because of the increase in 
corporate and individual income taxes, 
has had practically no opportunity to set 
aside either a cash or a readily market- 
able reserve or to increase his life insur- 
ance. In the event of his death today, 
as a result of the increased value of his 
stock, the increase in the estate tax rates 
and reduced exemptions, his gross Fed- 
eral estate tax would be $94,500. 


A must somehow meet this rather 
knotty problem if he hopes to preserve 
his business as a going concern—in the 
event of his death—for the benefit of his 
family. The problem is of interest not 
only to A but to many of his loyal em- 
ployees and to hundreds of his customers 
of long standing. It is, however, a prob- 
lem which A can probably solve—by the 
purchase of additional insurance if je is 
still insurable, by reducing his domestic 
expenses and building up some liquid re- 
sources, by authorizing his executors un- 
der his will to borrow funds for the pay- 
ment of his tax or possibly by a combina- 
tion of two or more of these solutions. 


A Second Tax Upon A’s Estate 


NDER the terms of A’s will, he could 

provide that his estate be held in 
trust for the benefit of his wife during 
her lifetime and, upon her death, be 
divided equally between his two sons. 
Under present law, A’s estate would be 
subject to a very substantial tax upon 
his death, but no additional tax would be 
imposed upon the subsequent death of his 
wife. If the proposed tax upon the term- 
ination of life estates were adopted, a 
second tax would be levied upon the prop- 
erty upon the death of Mrs. A. 





¢ 
é 
‘ 
5 
LU 
f 
a 
i 
| 
3 
* 
i 
z 
£ 


LAW AND TAXES 


If the first tax upon A’s estate presents 
a problem to him, how can Mrs. A pro- 
vide for the payment of a second tax? 
That question must be of equal interest 
to the taxpayer and the Government. 


Mrs. A has not insured her life either 
for the benefit of her family or for the 
protection of an estate which she has 
never possessed. Mrs. A, furthermore, 
has no earned income. Upon the death 
of her husband, she is entirely dependent 
upon dividends which may or may not be 
paid by the corporation. The corpora- 
tion, however, must first pay a tax for 
the right to do business, followed by a 
normal and surtax, excess profits tax, 
capital stock tax and declared value ex- 
cess profits tax. Any corporate net in- 
come after taxes which is not used to 
retire past indebtedness, set aside as a 
reserve to meet future liabilities or added 
to surplus may be paid out as dividends 
to her. In other words, if dividends are 
paid, they represent profits available 
after the payment of corporate taxes 
ranging from 40% to 85144% of earned 
income. The dividends, when, as and if 
paid, however, are subsequently taxed 
again when received by Mrs. A as indi- 
vidual income—an individual tax begin- 
ning at 23% and increasing rapidly there- 
after. 


Obviously Mrs. A is not in a position 
to pay substantial premiums on life in- 
surance at an advanced age even if she 
is insurable, nor is she able to save suf- 
ficient funds from her materially reduced 
income to provide even a semblance of 
liquidity. She cannot, therefore, finance 
the payment of a second tax upon the 
termination of her life estate. 


Outweighing Disadvantages 


N the light of the foregoing illustra- 
i. tion, which is typical of countless oth- 
ers, it is important that taxpayers, par- 
ticularly the owners of stock in a close 
corporation or of other not readily mar- 
ketable assets such as real estate, be 
aware of the possible ultimate enactment 
of such a tax. Although it may produce 
relatively little revenue, it can have a 
devastating effect upon a vast number of 
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businesses, their owners and their em- 
ployees. The liquidation or forced sale of 
many formerly successful and profitable 
close corporations over a period of a few 
years may result in less competent man- 
agement, higher costs per unit of pro- 
duction, unemployment and a greatly re- 
duced corporate and individual income 
subject to tax. 


If an estate is largely composed of 
cash, readily marketable securities or 
other reasonably liquid property, a tax 
upon the termination of a life estate 
will merely hasten the leveling of wealth 
by reducing again the principal, income 
and living standards of the ultimate 
beneficiaries. If the estate consists large- 
ly of the stock of a close corporation, such 
a tax may level wealth by destroying it. 
Far outweighing the possible advantage 
of additional revenue to be derived from 
such a tax, therefore, are manifold dis- 
advantages not only to the taxpayer but 
to the public and Government as well. 
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LAW AND TAXES 


RECIPROCAL TAX CONVENTION BETWEEN CANADA 
AND U. S. ON DEATH TAXES 


TAX convention was signed at Otta- 

wa on June 8th, 1944, between Can- 
ada and the United States, having for its 
purpose the avoidance of double taxation 
and the prevention of fiscal evasion in the 
case of estate taxes imposed by the 
United States and succession duties im- 
posed by Canada. 

Both countries have in the past applied 
the principle of the deceased’s domicile 
as well as the principle of the situs of the 
assets of ‘deceased persons in the taxation 
of estates. The result has been that in 
many cases the personal property of de- 
ceased owners has been subject to dual 
taxation—once by the country in which 
the deceased was domiciled at the time 
of his death and again by the country in 
which some or all of his assets were sit- 
uated at that time. 

Real property was the only type of as- 
set which escaped this dual imposition, 
att both the United States and Canada 
niake no attempt to tax realty situated 
outside the boundaries of the taxing jur- 
isdiction. 

The problem of double taxation was 
intensified by the fact that the rules ap- 
plied by the United States in determin- 
ing the local situation of shares and 
stocks of corporations differ from those 
applied in Canada. In the United States 
the principle applied was that this class 
of property was subject to taxation if it 
vias in any way regarded as being under 
the control of the taxing authority. For 
example, the shares of companies incor- 
porated under the laws of the United 
States or any of the states and owned by 
a non-domiciled decedent and physically 
situated outside the United States at the 
time of death were deemed to have a situs 
within the United States regardless of 
whether the certificate was in the name 
of the deceased, or in street name, or 
other bearer form. 


In Canada, on the other hand, stocks 
and shares were regarded as being sit- 
ulated where they could be effectively 
dealt with, namely, at the place of regis- 
tration of the securities. Although this 
principle was much less sweeping in its 


operation than that in force in the United 
States, it nevertheless gave rise to con- 
siderable trouble in relation to compan- 
ies having duplicate or multiple share 
registers. 

Some cause of complaint has arisen in 
the past as to the method of determining 
the rates of taxation applicable to estates 
of non-domiciled decedents by reference 
to the entire value of such estates. While 
Canada grants exemptions from taxation 
in estates of non-domiciled decedents in 
the proportion that the value of the prop- 
erty in Canada bears to the total value of 
the deceased’s estate, this method of ex- 
emption has not been applied so far in 
the United States. That country grants 
only a nominal exemption of $2,000 in all 
cases of non-domiciled decedents. 

With a view to removing these causes 
of complaint, the tax convention was 
finally agreed upon. Its main features 
may thus be summarized: 

Real property is to be taxed exclusively 
by the country wherein it is situated. 

The country of domicile to have the 
right, at the outset, to tax all the per- 
sonal property of the deceased, as hereto- 
fore. 

The country of situs to have the right 
to tax the property situated within its 
boundaries. 

The taxes paid in the country of situs 
are to be allowed as a credit against the 
taxes payable in the country of domicile 
which includes the same assets for tax 
purposes. The credit, however, is to be 
limited to that portion of the tax in the 
country of domicile that the value of the 
taxable property abroad is of the total 
value of the deceased’s estate. 


There is to be uniform rule in deter- 
mining the situs of shares of corpora- 
tions. These shares are to be deemed 
to be situated and taxable in the country 
where the corporation is organized. 


While the rules as to situs of other 
properties vary somewhat in the two 
countries, it is agreed that for the pur- 
pose of the convention, the situs of such 
other properties is to be determined by 
the laws of the country imposing the tax. 





Each country is to take into account 
only the property therein situated when 
taxing the property of persons dying 
domiciled in the other country. 

Exemptions to be granted estates of 
non-domiciled decedents are to be the 
same as those granted to estates of domi- 
ciled decedents, reduced, however, in di- 
rect proportion that the value of the 
property taxed abroad bears to the total 
value of the property wherever situated. 

Articles VII to XIII of the convention 
are designed with a view to the exchange 
of information to prevent fiscal evasion. 
They are quite similar in scope to the 
provisions already in force with respect 
to income tax. 

By article XIV the convention is given 
a retroactive operation to June 14th, 
1941, being the date when the original 
Dominion Succession Duty Act came in- 
to force. The convention is to remain in 
force for a period of five years from that 
date, and indefinitely thereafter, but may 


be terminated upon six months’ notice at 


Established 1879 


GPS SILO’S 


New York’s Oldest Gallery 
Vanderbilt Ave. and 45th St. 


Sales of 
Art, Antiques and 
Literary Property 


Estates Appraised 
and Liquidated 


Sales conducted by 
E. M. Wagner and 
Ashbel Green, Jr. 


Under the Personal Direction of 
MRS. JAMES P. SILO 
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the end of the five year period or at any 
time thereafter. 

This Convention does not affect the 
provinces. 

—Based on statement by Hon. C. W. G. 
Gibson, Minister of National Revenue, in 
House of Commons, June 16, 1944. 


Life Tenant Refunds By 
Nirdlinger Rule 


Rising real estate prices and incomes are 
reflected in problems met with in trust es- 
tate administration as a result of the Nird- 
linger Estate decisions. The decided cases 
in this field are becoming increasingly im- 
portant, especially with reference to the 
rule that if upon the apportionment of sale 
proceeds it appears that income has been 
overpaid, income is required to reimburse 
principal in the amount of the overpayment. 

Real estate prices are now rising; occu- 
pancy is exceptionally good in most parts 
of the State, and rentals have increased, 
except where they have been subject to Gov- 
ernment control. As a result of these fac- 
tors, there are more and more cases in 
which, upon a final sale and apportionment, 
the sum of the total annual operating profits 
is found to be considerably in excess of the 
apportionable income due the life tenant, 
with the result that the income beneficiary 
has been required to return to principal very 
sizable amounts, all at.one time. 


There has been instances in which all of 
the income from a trust for a period of 12 
to 18 months would be required to reimburse 
principal for the overpayment in respect of 
a single transaction. Similarly, where the 
salvage period has extended over the life 
tenancy of two or three succeeding income 
beneficiaries, the living life tenant has been 
required to contribute to the estates of de- 
ceased life tenants in a proportionate dis- 
tribution of the apportionable income. 


Unless some concerted effort is made to 
establish broad general principles which can 
be applied by trustees from time to time, 
as properties are sold, we may soon find our- 
selves in the position in which trustees will 
be unwilling to assume the responsibility of 
making an apportionment in the absence of 
an accounting in the particular estate in- 
volved, because of the possibility of a sub- 
sequent refinement of the doctrine. 


From report of the Committee on Law of De- 
cedents’ Estates and Trusts of the Pennsylvania 
Bankers Association, chairman, Paul C. Wagner, 
vice president, Fidelity-Philadelphia Trust Co. 
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official and explanatory, its dependability, and its down-to-earth 
practical values. 
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swift, detailed, informative weekly issues blanket the field of federal 
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English explanations. 
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have the FACTS, always know just what to do — and why and how 
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CURRENT FEDERAL TAX NOTES 


PETER GUY EVANS 


Certified Public Accountant (N. Y. and N. J.): Member of New York Bar; 
Lecturer on Taxation at Rutgers and Columbia Universities 


Court Decisions 


Wife taxed on alimony trust income. 
Where the wife ‘was beneficiary of an 
alimony trust, and the income was not 
expended for the maintenance and sup- 
port of her children, the trust income is 
taxable to her. (Note: This decision in- 
volves the taxable years prior to those 
affected by Sec. 167(c) of the Internal 
Revenue Code.) Ketcham v. Commr., 
C.C.A.-2, May 29. 


Estate tax—savings accounts trusts 
taxable. Decedent opened savings ac- 
counts with own funds, in his name and 
wife’s, as trustees for each of their four 
children. Four instruments purporting 
to be a “Special Trust Agreement” were 
delivered to the bank. The court held 
that valid trusts were created, but since 
they were intended to take effect at or 
after death of creator because he re- 
tained control over the accounts, same 
were taxable as part of gross estate. 
Est. of Helfrich v. Commr., C.C.A.-7, 
June 2. 


Income tax—payments in lieu of dower 
taxable to widow. Amounts received by 
widow for trust income in lieu of dower 
constituted taxable income to her. Agree- 
ment or compromise to pay a fixed annual 
sum, regardless of income from real es- 
tate subject to dower, did not convert 
taxable interest from dower into non- 
taxable income. Tree v. U. S., U. S. Ct. 
of Claims, No. 45025, June 5. 


Income tax—depreciation deductible by 
beneficiary. Under New York State law, 
trustees may not distribute income from 


trust properties until “mortgage sal- 
vage operations” are completed. Never- 
theless, the Court held that the benefi- 
ciary is entitled to deduct depreciation 
from gross income. Commr. v. Gutman, 
C.C.A.-2, May 26. 


Income tax—taxability of compromise 
settlement of will contest. From 1917 
to 1939, taxpayer received payments un- 


der annuity contract she acquired for 
surrender of her right to contest father’s 
will with brothers. In 1939, for $20,000 
lump sum payment she released brothers 
from further annuity payments. The 
Court held the transaction to be a capital 
transaction, with gain or loss to be deter- 
mined by the difference between the value 
of the right surrendered in making the 
annuity contract and the amount ($20,- 
000) received for the cancellation there- 
of. Quigley v. Commr., C.C.A.-7, June 8. 


Treatment of accrued income and con- 
tingent liability on final return of dece- 
dent. Fees from a law partnership and 
executor’s and trustee’s commissions con- 
stitute accrued income and are properly 
includible in decedent’s final income tax 
return for 1936. In 1933, a derivative 
stockholders’ action was brought against 
decedent and other directors for alleged 
negligence. Some three years later, after 
his death, suit was started, and executor 
was substituted as defendant. Executor 
continued to deny liability, but in 1937 
the suit was settled. Decedent’s share of 
settlement amounted to $250,000 plus ex- 
penses of some $3,000, which total 
amount was claimed as a deduction in the 
final return, under Sec. 43 of the 1936 
Act. The Court held same not to be de- 
ductible as no facts existed during dece- 
dent’s life from which amount of liability 
could be reasonably figured; and further- 
more, decedent never conceded any liabil- 
ity. Commr. v. Est. of Ledyard, C.C.A.- 
2, June 7. 


Tax Court Decisions 


Grantor not taxable on trust income. 
Grantor set up irrevocable trust in 1923 
with power to vote principal stock of 
corpus. Prior to 1927, this stock was all 
sold and proceeds were reinvested in 
other securities. In 1930, grantor exe- 
cuted a new trust instrument affecting 
part of corpus. However, power to direct 
investments of trust was reserved. The 
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court held that the grantor was not tax- 
able on trust income because he did not 
retain control over the corpus. (This 
case not within the doctrine of the Clif- 
ford and Stuart cases.) Irving T. Bush, 
Memo T. C., May 16. 


Income from trust for minor not tax- 
able to grantor. Taxpayer set up irre- 
vocable trust for minor child providing 
for accumulation of income and addition 
to principal until beneficiary became 21, 
at which time he was to receive net in- 
come from trust. Upon beneficiary reach- 
ing 30, trust was to terminate and he to 
receive both the principal and the accu- 
mulation. The trust was long-term; it 
provided that the income could not be 
used to relieve taxpayer of parental sup- 
port. The court held that such income 
was not taxable to the grantor under 
Secs. 166 or 22(a) of the Internal Rev- 
enue Code. Philip Meyers, Memo T.C., 
May 17. 


Estate tax—possibility of reverter not 
taxable. Court consistently holds, fol- 
lowing other decisions, that transfers in 
trust are not taxable merely because of 
possibility of reverter. Est. of Lipscomb, 
Memo T.C., May 20. 


Estate tax—refund of premiums taz- 
able. Decedent took out life insurance 
policies, named mother beneficiary there- 
of, and paid premiums. Policies provided 
that company would be liable only for 
premiums if insured met death within 
two years by self-destruction. In 1940, 
within such period, decedent committed 
suicide. Proceeds of policies, represent- 
ing refunds of premiums, were duly paid 
to mother. The court held same includ- 
ible in gross estate of decedent. Est. of 
Chew v. Commr., 3 T.C. No. 117, June 2. 


Income tax—distribution of capital 
gains not deductible. Estate made cer- 
tain distributions to testamentary trust. 
These consisted of dividends and capital 
gains realized from the sale of estate’s 
securities. The court concluded that a 
capital gain is an accretion of capital and 
consequently a part of the corpus; hence 
it was not deductible on the estate’s in- 
come tax return. Est. of Burchenal, 
Memo T.C., June 7. 


Rulings, News, Etc. 


T.D. 5380. Amends Regulations 111, 
to conform to Section 133 of the Revenue 
Act of 1943—relief in case of excess de- 
ductions of estates and trusts. 


I.T. 3660. An employee benefit plan 
which provides that distributions are to 
be based on amounts actuarially neces- 
sary to provide stipulated retirement 
benefits is inherently a pension plan, al- 
though it is designated a profit-sharing 
plan. Thus deductibility of contributions 
is limited by Sec. 23(p) (1) (A). 


I.T. 3661. Holds that a profit-sharing 
program will not qualify as a profit-shar- 
ing plan under Section 165(a) of the 
Internal Revenue Code unless it sets 
forth (1) a definite formula for deter- 
mining the profits of the employer to be 
shared and (2) a definite formula for 
distributing such profits among his em- 
ployees or their beneficiaries. 

(Continued on page 96) 
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TAXATION OF RENEWAL OR DEFERRED INCOME 


EORGE TWIGG, JR., of the Finan- 

cial Planning Company, was elect- 
ed the 15th president of the Boston Life 
Insurance and Trust Council at their 
recent annual meeting and tax seminar. 
Other officers elected were: vice pres- 
ident, Hobart W. Spring, trust officer of 
Merchants National Bank; treasurer, 
James C. Donahue, trust officer of Web- 
ster & Atlas National Bank; executive 
secretary, William C. Coogan. Elected 
to the executive committee were John 
F. Crocker, trust officer.of Day Trust 
Company and Kenneth R. MacKenzie of 
New England Mutual Life Insurance 
Company. 


The meeting was presided over by the 
outgoing president, Arthur B. Tyler, 
trust officer of The National Shawmut 
Bank of Boston, and guests at the head 
table included Basil S. Collins, presi- 
dent, Boston Chapter of Chartered Life 
Underwriters and assistant vice pres- 
ident of Old Colony Trust Company, M. 
Luther Buchanan, national president of 
Chartered Life Underwriters, and Mac- 
Kinley H. Warren, president of the Bos- 
ton Association of Life Underwriters. 


John D. Wright of Baltimore, nation- 
ally known tax consultant and lawyer, 
discussed tax problems and methods in 
estate planning procedure. One ques- 
tion of particular interest to both un- 
derwriters from a personal standpoint 
and executors and trustees from a 
mechanical standpoint was 
that of the income and es- 
tate tax treatment, after 
death, of various forms of 
deferred income, such as 
renewal commissions, 
forms of deferred compen- 
sation, amounts due from 
patents, or certain royal- 
ties, or any other form of 
income which is not proper- 
ly includible in the taxable 
period prior to the death of 
the decedent. Mr. Wright 
pointed out that before the 
Revenue Act was amended 


GEO. TWIGG, JR. 


in 1942, the Treasury Department had, 
in the Hergesheimer case, tried to col- 
lect income tax on renewal commissions 
payable in the future on the theory 
that the income had “accrued.” This 
income tax levied on the estate was in 
addition to an estate tax based upon an 
agreed commuted value. 


Under the 1942 Revenue Act, when an 
underwriter dies having renewal com- 
missions payable in the future, his 
estate will first pay an income tax on 
the amount of renewal commissions col- 
lected during the period of settlement 
and the remaining portion will be in- 
cluded for estate tax purposes in the 
amount remaining after the payment of 
income tax. In addition, an estate tax 
will be levied on the present or dis- 
counted value of all potential remaining 
renewal commissions which may be 
paid over future years. This estate tax 
valuation will be based primarily on 
the lapse experience of each company 
involved, but in any case will be a sub- 
ject of discussion between the executor 
and the Treasury Department repre- 
sentative. 


The real point of interest arises from 
the income tax liability of the benefi- 
ciary, whether it be the trust under the 
will or a natural person, which must be 
paid in each subsequent year when the 
renewal commissions are received. Sec- 
tion 126 of the Revenue Code states in 
“(c) Deduction for Estate 
Tax.—(1) Allowance for 
Deduction . . . A person 
who includes an amount in 
gross income under subsec- 
tion (a) shall be allowed, 
for the same taxable year, 
as a deduction an amount 
which bears the same ratio 
to the estate tax .attribut- 
able to the net value for es- 
tate tax purposes of all the 
items described in subsec- 
tion (a)(1) as the value 
for estate tax purposes of 
the items of gross income 
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or portions thereof in respect of which 
such person included the amount in gross 
income (or the amount included in gross 
income, whichever is lower) bears to the 
value for estate tax purposes of all the 
items described in Subsection (a) (1).” 
This section would cause the beneficiary 
of renewals or any other form of de- 
ferred income to face an annual income 
tax liability, but in determining the 
amount taxable in that particular year, 
a credit would be allowed which would 
be a portion of the previous estate tax 
paid and which would be used in deter- 
mining the net taxable income to the 
beneficiary in that particular year. 


Before the conclusion of the meeting, 
a special vote was taken with respect 
to Franklin W. Ganse, co-founder of the 
Boston Life Insurance and Trust Coun- 
cil fifteen years ago and which since 
then has become national in scope, as 
he celebrated his 85th birthday on the 
3lst of May. The following was voted 
to be presented to him in the form of 
an illuminated scroll. 


Whereas, Franklin W. Ganse was in- 
strumental in founding the Boston Life 
Insurance and Trust Council in 1930; 
served as its President during 1931 and 
1932; and has been outstanding in his 
unremitting devotion to the best inter- 
ests of the Council throughout its ex- 
istence, 


Now, therefore, on this occasion of his 
eighty-fifth birthday, be it resolved that 
by unanimous vote of the members at 
the annual meeting held May 15, 1944, 
there be conveyed to the said Franklin 
W. Ganse our deep appreciation of his 
many years of faithful and efficient ser- 
vice; and further, that there be bestowed 
upon him, in token of our affection and 
esteem, an honorary Life Membership 
in the Council. 


Changes in New York 
Legal List 


Bond issues with a par value of $187,488,- 
000 have been added to, and issues having 
a par value of $382,687,000 have been re- 
moved from, the list of securities considered 
by the New York State Banking Depart- 
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ment to be eligible for purchase by savings 
banks of this state and therefore by trustees, 
according to an announcement by Elliott V. 
Bell, Superintendent of Banks. 

The added securities include five munici- 
palities, eighteen railroad issues, and four 
public utility issues. The removals include 
the obligations of six municipalities, sixteen 
railroad issues (entirely due to maturity or 
to calls for redemption) and twelve public 
utility issues. 

The current legal list embraces the secur- 
ities of forty-seven states and the Territory 
of Hawaii, 336 cities, towns and smaller 
political subdivisions, 102 counties, 132 
school districts, 348 issues of twenty-seven 
railroad corporations, and 133 bond issues 
of fifty-eight public utility corporations. All 
of the obligations of the United States or 
those for which the faith of the United 
States is pledged to provide for payment of 
interest and principal are legal investments, 
as are all of the legally issued full faith 
and credit obligations of New York State 
and its municipalities. 

The fact that a security appears upon the 
list does not indicate that the Banking De- 
partment considers it a proper investment 
under all circumstances. 


Pilisturgh’s 
Oldest Trust Company 


Peoples - Pittsburgh 
Trust Company 


Member Federal Deposit Insurance Corporation 
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DIRECTORY OF LEGAL EDITORS 


The following attorneys* are collaborating with Trusts and Estates to pro- 
vide digests of the most pertinent current decisions, in their respective jurisdic- 
tions, affecting fiduciaries. 


ARIZONA & NEW MEXICO: Phil J. Munch—Attorney-at-law, Phoenix 

CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 

COLORADO: Hubert D. Henry—Attorney & Counselor at Law, Denver. 

CONNECTICUT: Allan K. Smith—Day, Berry & Howard, Hartford 

DAKOTAS (NORTH & SOUTH): Alan L. Austin—Attorney-at-Law, Watertown, S. D. 

DELAWARE: Robert C. Barab—Attorney-at-Law, Wilmington 

DISTRICT OF COLUMBIA: Louis M. Denit—Attorney-at-law, Washington, D. C. 

FLORIDA: Warren L. Jones—Fleming, Jones, Scott & Botts, Jacksonville 

GEORGIA: Furman Smith—Spalding, Sibley & Troutman, Atlanta 

IOWA: Eugene D. Perry—Stipp, Perry, Bannister & Starzinger, Des Moines 

ILLINOIS: R. J. Frankenstein, Jr—McDermott, Will & Emery, Chicago 

INDIANA: John A. Alexander—Hammond, Buschmann, Roll & Alexander, Indianapolis 

KANSAS: Marlin S. Casey—Counsel, Columbian Title & Trust Company, Topeka 

KENTUCKY: Squire R. Ogden—Ogden, Galphin, Tarrant & Street, Louisville 

MAINE: Carroll S. Chaplin—Chaplin, Burkett & Knudsen, Portland 

MARYLAND: J. Crossan Cooper, Jr.—Venable, Baetjer & Howard, Baltimore 

MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

MICHIGAN: Louis F. Dahling—Attorney-at-Law, Detroit 

MINNESOTA: James E. Dorsey—Dorsey, Colman, Barker, Scott & Barber, Minneapolis 

MISSOURI: Robert Neill, Jr.—Thompson, Mitchell, Thompson & Young, St. Louis 

NEBRASKA: Frank D. Williams—Cline, Williams & Wright, Lincoln 

NEW JERSEY: Samuel J. Foosaner, Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Attorney-at-Law, New York City 

NORTH CAROLINA: Irving Carlyle—Womble, Carlyle, Martin & Sandridge, Winston- 
Salem 

OHIO: R. P. Biechele—Assistant Counsel, The Cleveland Trust Company, Cleveland 

OREGON: Earl S. Nelson—Griffith, Peck & Coke, Portland 

PENNSYLVANIA: Raymond M. Remick—Saul, Ewing, Remick & Harrison, Philadel- 
phia 

RHODE ISLAND: Colin MacR. Makepeace—Tillinghast, Collins & Tanner, Providence 

TENNESSEE: Charles C. Trabue, Jr.—Trabue, Dickinson & Trabue, Nashville 

VIRGINIA: Ellsworth Wiltshire—Wiltshire & Rives, Richmond 

WASHINGTON: Charles T. Donworth—Donworth, Paul, Donworth & Smith, Seattle 

WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 

ONTARIO: L. G. Goodenough—Leonard, Logan, Goodenough & Higginbottom, Toronto 

QUEBEC: Brooke Claxton—Stairs, Claxton, Senecal & Lynch-Staunton, Montreal. 


*This directory is published in the first issue of each volume. In other issues, only reporting attorneys 
are listed. 
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Assets — Protection — Funds of Trust 
Created By Person Other Than Judg- 
ment Debtor Not Subject to Garnish- 
ment 


Illinois—Appellate Court 


Baumgarden v. American National Bank & Trust 
Company, 322 Ill. App. 135. 


Plaintiff recovered several judgments 
against defendant, executions upon which 
were returned unsatisfied. Defendant was 
the beneficiary of certain trusts established 
under his father’s will. Plaintiff filed garn- 
ishment préceedings against the trustee to 
reach certain proceeds of the trust fund 
allocated to the defendant as income. The 
trust contained no spendthrift provision. 
The trial court discharged the garnishee and 
plaintiff appealed from the judgment. 

HELD: AFFIRMED. The court ex- 
pressly approved the reasoning in Baum- 
garden v. Reconstruction Finance Corpor- 
ation, 131 F. (2d) 741, involving the same 
parties but arising out of another judgment. 
The Circuit Court of Appeals had pointed 
out the the sole amendment to the Illinois 
garnishment statute from 1872, the date of 
its enactment, was to enable administrators 
and executors to be garnisheed. If the leg- 
islature had intended to authorize the garn- 
ishment of a trust fund it would have so 
stated. The nature of garnishment proceed- 
ings further strengthens this view; it is a 
purely statutory proceeding. The Circuit 
Court of Appeals further stated that the 
garnishment statute must be construed in 
connection with the Creditors Act, which 
provides that when an execution has been 
returned unsatisfied, a bill in equity may be 
filed to compel the discovery of property be- 
longing to the debtor-defendant or held in 
trust for him, except when the trust was 
created in good faith by some person other 
than the defendant. 


0 


Charitable Trusts — Statutory Restric- 
tion on Gifts to Charity 


Florida—Supreme Court 
Taylor v. Payne, 17 So. 2d 615, May 12, 1944. 


The Florida Probate Law contains a pro- 
vision, adopted from the Ohio statute, which 
provides that if a testator dies leaving issue 
of his body, or an adopted child, or the 
lineal descendants of either, or a spouse, and 
his will devises or bequeaths his estate, or 
any part thereof, to a benevolent, charitable, 
literary, scientific, religious or missionary 
institution, corporation or association or 
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purpose, or to this State, or to any other 
state or country, or to a person in trust 
for any such purpose or beneficiary, whether 
such trust appears on the face of the instru- 
ment making such devise or bequest, or not, 
such will as to such devise or bequest shall 
be invalid unless it was duly executed at 
least six months prior to the death of the 
testator. 


P. T. Richards made a will leaving to his 
wife an installment contract of sale and a 
mortgage, for her life with a provision that 
the balances unpaid, if any, at her death 
should become the property of the Trustees 
of a church to be used for repairing and 
painting the church property. The testator 
died within six months after making the 
will, survived by his wife but no issue, 
adopted child or lineal descendants of either. 
The widow qualified as executrix and died 
before the administration of her husband’s 
estate had been completed. After her death 
the Trustees of the church brought a pro- 
ceeding to require the administratrix c.t.a. 
d.b.n. to transfer to them the installment 
contract and mortgage. 


HELD: The right to make testamentary 
disposition of property is not an inherent 
right or one guaranteed by fundamental 
law, but is the creature of statute, and such 
right is at all times subject to legislative 
control. The statute restricting charitable 
bequests is constitutional. It is not a sta- 
tute of mortmain but is designed to pro- 
tect the family of a testator from impro- 
vident gifts made under the apprehension of 
impending death. The statute, properly con- 
strued, does not render the prohibited be- 
quests void ab initio, but gives to the pro- 
tected class a right to waive or relinquish 
the benefit of the statute. Upon the charity 
falls the burden of showing by pleading and 
proof that the benefit has been waived. 





SPECIALISTS IN 


AUCTIONS 


OF ANTIQUES, ART, 
JEWELRY, LIBRARIES, Etc. 
Trust officers have long recognized our 
fine facilities and location for the dis- 
persal of estate properties, and our 
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Distribution — Widow Entitled to Statu- 
tory Share in Trust Estate Where 
Court Holds Inter Vivos Trust Illusory 
Transfer 


Illinois—Appellate Court 
Smith v. Northern Trust Company, 322 Ill. App. 
168. 


In 1939, settlor conveyed all his estate 
with the exception of a pension to The 
Northern Trust Company as trustee. The 
settler was to receive the net income of 
the trust estate during his natural life and 
upon his death two-fifths of the corpus was 
to be distributed to his son, two-fifths to his 
daughter, and one-fifth to his wife. Under 
the terms of the trust, the settlor inter alia 
reserved the right to revoke, alter or amend 
the trust agreement, the right to veto the 
sale, disposition or investment of trust as- 
sets by the trustee, and the right, in the 
event of changed circumstances, to request 
the trustee to invade enough of the prin- 
cipal to maintain him in the manner in 
which he was accustomed to live. In 1940, 
while decedent and his wife were tempor- 
arily estranged, he altered the trust agree- 
ment by eliminating his wife from any share 
in the trust estate and divided it in equal 


parts between his son and daughter upon 
his death. 


He died intestate in 1941, leaving as his 
sole assets about $1400 in cash. After pay- 
ment of the funeral bill, costs and attorneys’ 
fees there was nothing with which to pay 
even the widow’s award. Settlor’s widow 
filed a complaint charging that the execu- 
tion and creation of the trust agreement and 
amendment constituted a device employed 
by settlor to defraud her of any interest and 
share in his personal estate; that under the 
Illinois statutes, a wife’s right to dower and 
award, while not protected from absolute 
transfer, are protected from the employment 
of a contrivance by which the husband, re- 
taining control of his personalty during his 
lifetime, seeks to place it beyond the oper- 
ation of the Illinois statutes relative to 
descent and distribution at his death. De- 
fendant trustee contended that a husband 
may freely dispose of his personalty by gift, 
sale or outright destruction during his life- 
time though he pauperize his wife thereby, 
but that if he merely conferred the indicia 
of ownership upon another, the property 
meanwhile remaining actually in him, then 
the transaction is a sham and the widow 
may have it set aside. The Master to whom 
the case was referred held the amendment 
was in fraud of the plaintiff’s rights. The 
trial court sustained objections to the Mas- 
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ter’s report and entered a decree holding 
the trust agreement and amendment valid. 


HELD: The Appellate Court reversed the 
decree and remanded the case. Both de- 
fendants and plaintiffs are in substantial 
agreement as to the law. Here the trust 
estate constituted almost the entire estate 
of the husband. The rights which he re- 
served gave the settlor not only the entire 
net income but also the power to direct and 
control any change in the securities or any 
investment of trust funds, and to invade the 
principal at will. Hence, the transfer of 
title to the trustee, although Absolute in 
form, was merely colorable and illusory. It 
was therefore invalid as to plaintiff, who is 
entitled to widow’s award and to one-third 
of the net estate of her husband, including 
the trust estate. 


a 
‘ 


Expenses — Trustees Entitled to Costs 
of Defending Charges for Breach of 
Trust 


Massachusetts—Supreme Judicial Court 
1944 A.S. 561. 


Gordon v. Guernsey, 


Petition in equity by shareholders of a 
business trust to compel the Trustees to 
reimburse the trust for money expended 
from the trust assets for counsel fees and 
other expenses incurred in the defense of a 
former suit against the Trustees by share- 
holders charging them with breaches of 
trust. In the former suit the court had 
exonerated the trustees on all charges; but 
on some new charges injected by amendment 
after hearing the trustees had been found 
liable to the shareholders. The trial judge 
found ninety-four per cent of the attorney 
fees were incurred in reference to the ori- 
ginal charges and only six per cent on the 
later charges. 

HELD: A trustee is entitled to look to 
the trust fund for the reasonable cost of a 
successful defense against charges of mal- 
administration brought against him without 
fault on his part. In this case the trustees 
were exonerated on the original charges and 
were entitled to take from the trust assets 
the portion of the expenses applicable to 
those charges. 

The court further discussed the amount 
of the fees, and held that a charge of 
$150,000 by a highly reputable firm of law- 
yers whose services were in great demand 
was not excessive in a matter involving 
$4,000,000 to $6,000,000. The trial judge had 
found that they spent 10,853 hours on the 
case. 
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Investments — Transfer from Commer- 


cial Department of Trust Company to, 


Itself as Trustee 


Pennsylvania—Supreme Court 
Lewis Estate, 349 Pa. 455; May 22, 1944. 


In 1922 the corporate trustee under the 
will made a mortgage loan through its com- 
mercial department to a director of the 
company and two associates indicating that 
it was taken only on the basis of a tempor- 
ary and not a long term loan. In 1926 it 
transferred the mortgage from itself to a 
trust under which it was trustee. Loss hav- 
ing occurred, the court below surcharged 
the accountant for the investment. In an 
opinion by Mr. Justice Horace Stern, the 
Supreme Court 


HELD: Affirmed. The transfer of the 
mortgage from the commercial department 
of the Trust Company to itself as fiduciary 
was invalid. It is proper for a bank or 
trust company to acquire a mortgage with 
the purpose of making it a trust investment, 
and, having earmarked it accordingly, with- 
in some short period thereafter to assign 
it to itself as trustee of some estate. But, 
where, as here, the mortgage was originally 
taken for the Trust Company’s or its direc- 
tor’s own purposes, and was transferred by 
its commercial department four years later 
to itself as Executor, the transaction is for- 
bidden. 


eae 


Investments — Trustee Not Liable For 
Holding Fluctuating Securities 


Indiana—Supreme Court 
Gavin v. Miller, 54 N.E. (2nd) 277. 


Oakes died testate in 1925. Appellant 
Gavin, named as executor under the will, 
qualified and acted as executor until 1931, 
and immediately upon release as executor 
qualified as trustee under the will and un- 
dertook the administration of the trust. The 
will gave the trustee full power to sell the 
assets upon court approval and further 
directed that the trustee should have au- 
thority to invest all money “by loaning the 
same on first mortgage on real estate or by 
investments in securities, real estate or 
stocks suitable for the investment of trust 
funds.” 

At the time Gavin qualified as trustee, the 
estate had certain fluctuating securities, and 
Gavin held these securities during his some 
nine years as trustee, at the end of which 
time many of the securities had greatly de- 
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preciated in value. From exceptions filed 
to certain reports of the trustee, this case 
came to trial and the Probate Court entered 
a personal judgment against Gavin for 
$153,443.95. 

HELD: Reversed with directions to sus- 
tain a motion for a new trial. 

The court said that, although it appeared 
from the record that certain securities ac- 
quired by the testator were held by Gavin 
during the intervening nine years and that 
they fluctuated “frequently and consider- 
ably,” the Probate Court measured Gavin’s 
conduct retrospectively without any proof 
that a prudent person in the exercise of rea- 
sonable care, skill and diligence would have 
sold said securities at any particular time. 

The court mentioned certain transactions 
whereby Gavin acquired notes secured by 
mortgages in real estate from banks and 
other institutions in which he had an inter- 
est, but stated that it was not shown that 
the trust suffered from these transactions 
and concluded that if there were no such 
losses, the trust will not be harmed even 
if the transactions were irregular. 

NOTE: The court overruled Haas v. 
Wishmiers’ Estate (1934) 99 Ind. App. 31, 
190 N.E. 548, which held that attorney’s fees 
constituted a part of the costs with which 
a fiduciary may be charged. 


a 


Jurisdiction — Power of Court to Ap- 
point Co-Trustee on Failure of One of 
Two Named Trustees to Qualify 


Minnesota—Supreme Court 
Wertin v. Wertin, 13 N.W. (2) 749. 


Decedent by his will set up an express 
trust naming petitioner and B as executors 
and as trustees. B failed to qualify as exe- 
cutor and made no attempt to qualify as 
trustee. Petitioner filed a petition pursuant 
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to Laws 1933, c. 259, sec. 1, to be appointed 
as sole trustee. After a hearing, the court 
on motion of those interested appointed X 
as substitute for B. To this, petitioner ap- 
peals claiming that as X was not nominated 
by the decedent, the court was “without jur- 
isdiction” to so. appoint her. 

HELD: Affirmed. Courts of equity are 
empowered to exercise their equitable au- 
thority for the purpose of protecting bene- 
ficiaries against inefficiency, incompetence, 
neglect, or fraud on the part of those who 
have been named trustees. Petitioner’s con- 
tention, that the legislature intended that 
the “district court would have no jurisdic- 
tion to appoint any trustee except those 
mentioned in the will in the absence of a 
showing that both trustees named in the 
will refused to accept or were disqualified 
or incompetent or had died,” is not sound; 
and a vacancy does exist which the court 
can fill in its discretion in the absence of 
any directions in the will itself pertaining 
to vacancies. The question as to whether 
a trustee should or should not be appointed 
is addressed to the sound discretion of the 
court; and the court will consider all cir- 
cumstances bearing on the matter including 
the wishes of the beneficiaries. The court, 
in applying such rule here, held that the 
district court had jurisdiction “not only of 
the individuals concerned, but likewise of 
the trust estate itself, as and when the 
trustees appointed by it have qualified.” 

a 
Taxation — Estate & Inheritance — Life 
Insurance Trust Not Subject to Trans- 


fer Tax 
Pennsylvania—Supreme Court 


Townsend Trust, 349 Pa. 162. 
Section 1 (c) of the Act of June 20, 1919, 
P.L. 521, as last amended by the Act of July 
14, 1936, P.L. 44, imposes a tax upon the 
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transfer of property when the transfer is 
made in contemplation of the death of the 
grantor, vendor, or donor, or intended to 
take effect in possession or enjoyment at 
or after such death. 

The settlor by irrevocable inter vivos 
trust agreement -executed in 1922 provided 
that the income from the corpus should be 
used to pay premiums upon a policy insur- 
ing the life of the settlor in which the trus- 
tee was named beneficiary; and further pro- 
vided that upon the death of the settlor the 
policy proceeds were to be added to the 
trust and the total income was to be paid 
to the members of a named class until the 
death of the survivor of them, that the cor- 
pus was then to be distributed according to 
the intestate laws, and that the trust in- 
vestments were to be subject to settlor’s 
approval. 


HELD: The settlor parted with complete 
possession and title during his lifetime, did 
not retain any right to enjoyment in the 
overplus of the annual income beyond the 
amount necessary to pay for the premiums 
on the life insurance policy, and the use of 
such income for such purpose in relief of 
his own obligation did not amount to a re- 
tention of the enjoyment of that portion of 
the fund during his lifetime. 

In that the settlor had here designated 
a class of persons which, while the exact 
membership thereof cannot be determined 
at the present time, will ultimately be de- 
termined by operation of law and not by 
any further action ofthe settlor, Myer’s 
Est., 309 Pa. 581, did not apply and the pro- 
ceeds were free of tax under Section 1 (a) 
of the Act of 1919 as amended by the Act 
of March 28, 1929, P.L. 118. 


a 


Taxation — Income — Tax on Income 
of Local Trust Payable to Non-Resi- 
dent 


California—District Court of Appeal 
Vincent v. McColgan, 64 A.C.A. 552 (May 23, 

1944). 

Plaintiff, a non-resident beneficiary of 
certain testamentary and private trusts held 
by trust companies located in San Francisco, 
brought this suit against the Franchise Tax 
Commissioner to recover income taxes for 
1936. Judgment for plaintiff reversed. 

HELD: Since the securities from which 
the income was derived were held in an 
active, not a merely naked trust, the bus- 
iness situs doctrine applies, and the income 
is taxable in California. 

NOTE: The income involved here was 
apparently ordinary ‘income, not capital 
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gains. It had been previously held in Cali- 
fornia that stock of a California corporation 
held in a local trust whose income is pay- 
able to a non-resident settlor does not ac- 
quire situs in the state in such manner as 
to subject the settlor to California income 
taxes, where the trust is revocable and the 
trustee’s duties nominal. Robinson v. Mc- 
Colgan, 17 Cal. 2d 423, 110 P. 2d 426 
(1941). 

The business situs doctrine has not gen- 
erally been held applicable to the conven- 
tional type of trust. Re Frank’s Estate, 192 
Minn. 151, 257 N.W. 330, 96 A.L.R. 667 
(1934); Hackett v. Bankers Trust Co., 122 
Conn. 107, 187 A. 653 (1936). The Cali- 
fornia statute was amended (Sec. 7 (f)) in 
1937 to exclude from California taxation 
income from local trusts of intangibles un- 
less the property has acquired a business 
situs in this state. The purpose of that 
amendment was to assure the non-taxability 
of income payable to non-residents from 
local trusts of intangibles. Vincent v. Mc- 
Colgan proceeds on grounds which, if valid, 
will be applicable in 1937 and later, as well 
as in 1936, thus nullifying the 1937 amend- 
ment. 

A petition to have the case heard by the 
California Supreme Court has been filed. 


Ea 


Wills — Probate — Nuncupative Will 
— Mariner's Intention That Words 
Operate as Will 


Pennsylvania—Supreme Court 
Buehrer Will, 349 Pa. 353, May 22, 1944. 


One of the first of probably a long line of 
cases which will arise by reason of the pres- 
ent war was decided by our Supreme Court 
in a learned opinion rendered by Mr. Justice 
Allen M. Stearne. Under Section 5 of the 
Wills Act of 1917, P.L. 403, it is provided: 


“Notwithstanding this act any mariner being at 
sea, or any soldier being in actual military ser- 
vice, may dispose of his movables, wages, and per- 
sonal estate as he might have done before the 
making of this act.’’ 


Decedent and the witness Carter were 
firemen on an oil tanker. Carter testified 
that in December 1941 during a voyage from 
Marcus Hook to the Dutch West Indies, 
while sitting in the witness’s room and talk- 
ing about the war and the dangers incident 
thereto, and the fact that the witness in- 
tended to quit the sea, decedent said to Car- 
ter: “Well if I get lost or anything—I want 
Mr. Knight and his people to have what I 
got, insurance and everything.” The wit- 
ness stated that after the war got started 
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decedent brought up the same matter sever- 
al times. While this was the last voyage 
by Carter, decedent made two other trips. 
He was drowned on February 21, 1942, when 
the ship was torpedoed. 


HELD: Probate denied. The learned 
Justice, after reviewing the law since the 
time of the Jus Gentium, said: 

“The proponent, as in written wills, must 
sustain the burden of establishing a will. 
He must not only prove that the words were 
actually spoken, but, which is vital, that 
they were spoken animus testandi. It must 
be shown he intended to create an immedi- 
ate, though revocable, disposition of his 
property effective at his death. Loose de- 
clarations, or the expression of wishes, de- 
sires or intentions past or future are insuf- 
ficient. The words must clearly indicate, 
considering the surrounding circumstances, 
that decedent, by the use of such words, 
intended, in praesenti, to dispose of his 
estate. Any question concerning animus 
testandi in ordinary nuncupative wills is 
eliminated by section 4 (b) of the Wills Act 
of 1917, where the decedent is required to 
‘ ... bid the persons present, or some of 
them, to bear witness that such was his will, 
or to that effect.’ While rogatio testium is 
unnecessary as respects mariners and sol- 
diers because of section 5 of the Wills Act, 
yet there still remains the necessity of 
proving that decedent intended his words to 
operate as a will. 

“ ... there is a failure to establish that 
the decedent uttered the words attributed 
to him with the intention that they consti- 
tute his will. Furthermore, from the subse- 
quent acts of the witness, it is obvious that 
neither did the witness so regard them. De- 
cedent and Carter, shipmates, were talking 
merely in a general and conversational man- 
ner not only upon the date of the alleged 
will but ‘several times.’ It may be conceded 


ANCILLARY ADMINISTRATION 


A New Jersey 
Fiduciary With 
A Proven Record 


MONTCLAIR TRUST COMPANY 


MONTCLAIR, NEW JERSEY 


Member Federal Deposit Insurance Corporation 


———————____]=—___ 





96 


that the words could be regarded as dis- 
positive, if uttered- in different circum- 
stances. But in the surrounding circum- 
stances of this case, their use at that, and 
other times, does not rise to the dignity and 
stature of a testamentary disposition in 
praesenti of the decedent’s estate. They do 
not constitute a valid mariner’s will under 
section 5 of the Wills Act of 1917.” 


QO) 


Wills — Probate — Undue Influence 


Minnesota—Supreme Court 
Marsden et al. v. Puck, 18 N.W. (2d) 765. 


From the district court’s denial of a peti- 
tion for the probate of a will on the ground 
of undue influence, proponents of the will 
appeal challenging the sufficiency of the 
evidence to support the affirmative answer 
by the jury to a special interrogatory con- 
cerning the execution of the will by undue 
influence. The testatrix lived alone with 
her granddaughter at the time the will was 
executed. The granddaughter had _ spent 
most of her childhood with her grandpar- 
ents, and after a divorce from her husband, 
she moved back with them. At the execu- 
tion of the will, the testatrix was under 
guardianship procured by her children. On 
appeal the decision was reversed. 

While the decision generally deals with 
the sufficiency of the facts relating to the 
finding of undue influence, some clear and 
concise statements of law are stated by the 
court, they being: 

1. The fact of guardianship would in no 
event be conclusive on the issues of mental 
capacity or undue influence. 

2. Undue influence must be equivalent 
to moral coercion or constraint overpower- 
ing the will of the testator, and it must 
operate at the very time the will is made, 
and must dominate and control its making. 

3. Evidence of undue influence is largely 
circumstantial. 

4. Evidence showing an opportunity and 
disposition to exert undue influence, the de- 
gree of susceptibility of testator to undue 
influence, or a result which indicates that 
undue influence has been exerted, is admissi- 
ble. 

5. Evidence which raises only a sus- 
picion, and shows no more than a motive for 
exerting, and an opportunity to exert undue 
influence is insufficient proof of undue in- 
fluence, even though coupled with inequality 
in the terms of the will. Some evidence 
must exist that undue influence was actually 
exercised. 
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6. Mere inequality in the terms of the 
will as to distribution among the natural 
objects of her bounty is not sufficient to 
show undue influence, nor does any pre- 
sumption arise of undue influence from 
such inequality. 

7. Evidence of affection or intimacy be- 
tween persons related by blood or marriage 
negatives rather than proves undue influ- 
ence. 

8. Proof that the will was executed with 
great formality in the presence of many per- 
sons, including friends and neighbors of 
testatrix and her attorney and physician, 
negatives rather than proves undue influ- 
ence. 

9. The burden of proof of undue influence 
is upon the one asserting it. 


Tax Notes 
(Continued from page 87) 

I.T. 3662. Rules that death benefits 
paid under Section 5 of the Railroad Re- 
tirement Act of 1937 are not subject to 
Federal income tax in the hands of the 
recipients. 

I.T. 3674. Payments to pension or 
profit-sharing plan shall not be consid- 
ered for benefit of stockholders if con- 
tributions, which are required to provide 
benefits for employees, each of whom 
owns directly or indirectly more than 
10% of the corporation’s voting stock, do 
not exceed in the aggregate 30% of con- 
tributions for all participants under plan. 
An individual shall be considered as own- 
ing the stock owned by his spouse and 
minor lineal descendants. 

I.T. 3675. A plan which involves ques- 
tion discussed in I.T. 3674, supra, is held 
to meet requirements of Code and Regu- 
lations. 


I.T. 3676. 


Describes plan which fails 
to meet requirements described in I.T. 
3674. 


Neill Made Partner 


Robert Neill, Jr., our legal editor for Mis- 
souri, has become a member of the firm of 
Thompson, Mitchell, Thompson & Young, 
with which he has been associated for a 
number of years, 





